ANGIOTECH PHARMACEUTICALS, INC.
For the year ended December 31, 2006
(Al amounts following are expressed in U.S. ddlanless otherwise indicated.)

MANAGEMENT'S DISCUSSION & ANALYSIS OF FINANCIAL CON DITION AND RESULTS OF
OPERATIONS

The discussion and analysis contained in this tegrerbased on information available as of Febr@an2007.

This discussion and analysis should be read inuomtipn with our audited consolidated financiatetaents for the
year ended December 31, 2006 and related noteargaen accordance with United States (“U.S.”)agally
accepted accounting principles (“U.S. GAAP”) andsuant to the rules and regulations of the U.Sufies and
Exchange Commission for the presentation of anfi@hcial information. Additional information relag to our
Company, including our Annual Report and Annuabtniation Form (“AlF”) for the fiscal period ending
December 31, 2005, is available by accessing theAFEwebsite at www.sedar.com or the EDGAR website a
www.sec.gov/edgar.

Forward-Looking Statements and Cautionary Factors hat May Affect Future Results

Statements contained in this report or in our otiréten or oral public communications that are based on
historical fact, including without limitation statents containing the words "believes," "may," "glariwill,"
"estimates," "continues," "anticipates," "intendgXpects" and other similar expressions, constittdgrward-
looking statements" within the meaning of the UR8Bvate Securities Litigation Reform Act of 1984&d constitute
“forward-looking information” within the meaning @jpplicable Canadian securities laws. All suchest@ints are
made pursuant to the “safe harbor” provisions @liapble securities legislation. Forward-lookingtsments may
involve, but are not limited to, comments with resipto our objectives and priorities for 2007 aegtdnd, our
strategies or future actions, our targets, expectafor our financial condition and the resultsafoutlook for, our
operations, research, development and product argddivelopment.

Such forward-looking statements involve known anknown risks, uncertainties and other factors thay cause
the actual results, events or developments to lieriably different from any future results, eventsdevelopments
expressed or implied by such forward-looking staets. Such factors are taken into account asopanr
assumptions underlying these forward-looking stat@sand include, among others, the following: gane
economic and business conditions, both nationaltyia the regions in which we operate; technoldggnges that
impact our existing products or our ability to dieyeand commercialize future products; competitichienges in
business strategy or development plans; the abdligttract and retain qualified personnel; exgtiovernmental
regulations and changes in, or the failure to cgmjith, governmental regulations; adverse resultsn@xpected
delays in drug discovery and clinical or other depment processes; adverse medical research retathd safety
and efficacy of our products or products sold bymartners; failure to obtain patent protectiond@coveries; loss
of patent protection resulting from third party bages to our patents; commercialization limitaiomposed by
patents owned or controlled by third parties; delesice upon, and relationships with, strategicratkapartners to
develop and commercialize products and servicescbas our work; our ability to obtain rights to lk@ology from
licensors; liability for patent claims and otheaiohs asserted against us; the requirement for it funding to
conduct research and development and to expand emiatization activities or consummate acquisitidghs
disposition of certain operating subsidiaries asgfithough the American Medical Instruments Holdjrigc.
(“AMI") acquisition and the restructuring of AMI;ur ability to market and sell products developedhby
Pharmaceutical Technologies segment through outiddeBroducts segment; other factors referencediinAIF
and other filings with the applicable Canadian siies regulatory authorities or the U.S. Secusitemd Exchange
Commission; and any other factors that may affectgpmance. In addition, the actual results exgess implied
by certain forward-looking statements containethia report may be affected by our acquisition MlAvhich we
completed on March 23, 2006, and the related tdioses. There can be no assurance that (i) theatipeal and
other synergies, (ii) the projected or expectedrfaial or commercial benefits, or (iii) the potahfor future
product sales or product development activitids:eddted to the acquisition of AMI, will be readid in the amounts
or times contemplated.

In addition, our business is subject to certainrafieg risks that may cause the actual resultsesgad or implied
by the forward-looking statements in this reportliifer materially from our actual results. Thegeemting risks
include: our ability to successfully complete praiclal and clinical development of our products #bility to



obtain and enforce timely patent and other intéligicproperty protection for our technology anddarats;
decisions, and the timing of decisions, made bytiheagulatory agencies regarding approval of eahhology and
products; the ability to complete and maintain cogpe alliances relating to the development andneeruialization
of our technology and products; market acceptahoeictechnology and products; the competitive esvinent and
impact of technological change; the continued atdlity of capital to finance our activities; oubibity to integrate
into our business the operations of AMI; and, dhilitg to achieve the operational and other syresgind the other
commercial or financial benefits expected as alre$the acquisition of AMI.

In addition, the forward-looking statements corgdiin this report are based upon a number of nahteri
assumptions, all of which we believe are reasonafdtuding, but not limited to assumptions relatedhe
following: general economic and business conditi@msaining stable; the financial and other repreg@ams made
to us by AMI being accurate and complete; our ghibt integrate AMI into our operations, includingr ability to
apply our various technologies to AMI's medical aeg and subsequently commercialize those prodogtsability
to realize operational and other synergies relataxuir acquisition of AMI in the times and amouoctmtemplated;
our ability to realize projected or expected finahor commercial benefits from our acquisition/d¥ll; our level
of indebtedness and the interest rate applicalbdeitindebtedness and the level of cash flows viawiiize to
service our indebtedness remaining stable; tas mithin the jurisdictions we operate remainindgotaour future
product and drug development activities and clinievelopment processes being realized in the tanesfor the
amounts contemplated; our continued ability toa@dditional funds through debt or equity offeringshe North
American capital markets on acceptable terms; danAdS currency rates remaining stable; our abititprotect
the intellectual property used by us; and our ghiib respond to our competitors.

Given these uncertainties, assumptions and risk féars, readers are cautioned not to place undue relhce on
such forward-looking statements. We disclaim any obligation to update any suchdiacor to publicly announce
the result of any revisions to any of the forwamdling statements contained in this report to ctfleture results,
events or developments.

Business Overview

We are a specialty pharmaceutical and medical desgmpany that discovers, develops and marketvative
technologies and medical products primarily foralotiseases, or for complications associated wébioal device
implants, surgical interventions and acute inj@wr proprietary technologies include various ddrgg delivery,
surface modification technologies and other medigainaterials. Our research and development effociss on
understanding and characterizing biological condgithat often occur concurrent with medical detngglantation,
surgery or acute trauma, including scar formatiod imflammation, cell proliferation, infection atamor tissue
overgrowth. Our strategy is to apply these variegfinologies to create and commercialize novepnpetary
medical device, surgical implant and pharmaceupeoatiucts that reduce procedure side effects, ingpsargical
outcomes, shorten hospital stays, or are eastafer for a physician to use.

We develop our products using a proprietary antesyatic discovery approach. We use our drug sangeni
capabilities to identify new uses for known pharmaizal compounds. We look for compounds that asititiee
underlying biological causes of conditions that oaour concurrent with medical device implantatisurgery or
acute trauma. Once appropriate drugs have beetifideénwe formulate the drug, or combination ofigs, with our
portfolio of biomaterials and drug delivery techogikes to develop a novel drug-eluting medical dewvicsurgical
implant. We have patent protected our technologlyraany of our products and potential product caatgis] and
our portfolio of intellectual property developeddate includes over 160 issued U.S. patents ang&8@8ing U.S.
patent applications.

We operate in two segments: Pharmaceutical Tecgresd@nd Medical Products.
Pharmaceutical Technologies

The Pharmaceutical Technologies segment develiopsses and sells technologies that improve thiepeance of
medical devices and the outcomes of surgical pnresd These technologies include various drug, daligery
and surface modification materials and other médimanaterials designed to be applied across a vadge of
medical devices and technologies, surgical proesdand medical disciplines. This segment focusesapity on
establishing product development and marketinghgaships with major medical device, pharmaceutical
biomaterials companies and to date has deriveth#jerity of its revenue from royalties due frompars that
develop, market and sell products incorporatingtechnologies. Currently our principal revenuethia segment
come from royalties derived from sales by Bostoiei®dic Corporation (“BSC”) of TAXUS® coronary sté



systems incorporating the drug paclitaxel. We algoect to apply certain of the technologies devedoipy this
business segment to develop novel next generatadupts for the Medical Products segment to maaketsell
directly to end users or medical product distrilosito

Medical Products

The Medical Products segment manufactures and nsaak@ide range of single use, specialty medicaicgs, with
products focused primarily on general surgery, togpand tumor biopsy, interventional radiology aragcular
surgery, ophthalmology and aesthetic surgery. Tkdibhl Products segment also manufactures finistestical
devices and medical device components for thirtiypaedical device manufacturers and marketers.

The Medical Products segment has several spedatdizect sales and distribution organizations athS. and the
European Union (“EU”), as well as significant maaxtiiring capabilities. This business segment detive
majority of its revenue from direct product sale®hd users or various medical products distrilsutidiany of these
products are made using our proprietary manufagjyprocesses, or are protected by intellectualgrtgp

As discussed above, it is expected that the Me#ioaducts segment may eventually market and seine
products developed by the Pharmaceutical Techredagggment through its direct sales and distributi@mnnels,
and may apply certain of that segment’s techno®tgiéts products to create novel, next generatiedical
products to market directly to end users or megicatiucts distributors. There are currently numenooduct
development efforts underway that explore the apfitin of certain of Pharmaceutical Technologigeppietary
drug, drug delivery and surface modification matisrand other medical biomaterials to products etarkby our
Medical Products segment.

Recent Developments
Clinical Programs

Our discovery approach has yielded a number ohit@olgies and product candidates that are in vastages of
research and clinical development. Our most sizanit product candidates currently undergoing huotiaical
trials include:

TAXUS Liberté paclitaxel-eluting coronary stent sgsn. The TAXUS Liberté coronary stent system,
which was developed and is under evaluation inadirrials being conducted by our partner BSC,
represents BSC's next generation product incorparatur research, technology and intellectual priype
related to the use of paclitaxel to prevent restsnand other local inflammatory diseases. It b
designed to further enhance coronary stent deléyaand blood vessel conformability, particularh
challenging coronary lesions. BSC has to date campgksales of the TAXUS Liberté only in countries
outside of the United States. On August 24, 20®IC Ehitiated the ATLAS trial, a pivotal study tolleswt
data to support regulatory filings in the U. S. pjooduct commercialization of TAXUS Liberté. The
ATLAS trial is a global, multicenter pivotal studgsigned to support the U.S. Food and Drug
Administration (“FDA”") approval of the TAXUS Libegtstent system. The trial is assessing the safiety a
efficacy of a slow-release dose formulation pagéteeluting TAXUS Liberté stent system. On February
22, 2005, ATLAS completed enrolment of 872 patiexitg2 sites in the U.S., Canada, Australia, New
Zealand, Singapore and Hong Kong. In addition éARLAS trial, the TAXUS Liberté clinical
development program includes several expansionestdidr long lesion stenting, small vessel stenéind
direct stenting of coronary lesions. In OctoberSC announced 12-month follow up data from the
ATLAS trial. The data demonstrated that the sadety efficacy benefits with the TAXUS Liberté stent
were maintained at 12 months. These data are ¢lyriing reviewed by the FDA, and BSC expects to
receive approval and begin marketing the TAXUS Htibstent in the U.S. in 2007.

ZILVER® PTX paclitaxel-eluting peripheral vasculastent The ZILVER PTX peripheral vascular stent,
which was developed and is under evaluation inadirtrials being conducted by our partner Cookupro
Inc. (“Cook”), a multinational medical device maaafurer, is a specialized stent product incorpogadiur
proprietary paclitaxel technology and is desigradplacement in diseased arteries in the limbgstore
blood flow. The ZILVER PTX paclitaxel-eluting petipral stent is designed to reduce restenosis folpw
placement of a stent in peripheral artery diseasieqts and is currently undergoing human clinfgals in
the U.S. and the EU to assess product safety dicd®f. These studies are being conducted by attner
Cook, which is a co-exclusive licensee, togetheéhn BiSC, to our proprietary paclitaxel technology to
reduce restenosis following stent placement inghenial artery disease. In January 2007, Cooksetba



nine-month data from its EU clinical study. Thelpninary data presented by Cook on the first 60gudis

in the randomized trial, which is examining theetabf using Cook's ZILVER PTX paclitaxel-elutingest
to treat blockages, or lesions, of the superfi@aioral artery (SFA) above the knee, indicated tihat
ZILVER PTX showed an equal adverse event rate tweational angioplasty for treating SFA lesionseTh
ZILVER PTX stent also displayed a zero-percenttfrexrate for 41 lesions at six months and 18 tesat
one year. Effectiveness of the device in treatagjpins of the SFA will be evaluated in a pivotaltrwhich

is expected to start in 2007 in the U.S. The staghlanned to enroll 420 patients at 50 invesigasites.

Vascular Wrag". Our paclitaxel-eluting mesh surgical implant, as¢ular Wrap", is designed to treat
complications associated with vascular graft imfdan patients that undergo hemodialysis or have
peripheral artery disease. We are currently comaigicor are planning to conduct, several humariagin
trials to assess the safety and efficacy of ouculas Wrap product. In November 2006, we annouribed
results from our initial human clinical trial, wiiavas conducted in the EU and was designed to &ealu
the safety of the Vascular Wrap product in patievite peripheral artery disease in the limb. Thal tr
produced evidence that the Vascular Wrap produtttaed the overall incidence of leg amputation, a
common complication of peripheral artery diseasd, grolonged limb retention time for patients ie th
treatment group relative to the control group. Vlascular Wrap product was well tolerated, with no
adverse events being considered related to thefube product. In November 2006, we filed for a CE
Mark for use of the Vascular Wrap product in peeifgh vascular disease. Upon receipt of a CE Maek, w
would commence commercialization of our Vasculaajproduct in the EU and in certain other countries
outside the U.S. We currently plan to initiate aiddial clinical trials to evaluate the use of thascular
Wrap product in hemodialysis patients in 2007. uithehese studies provide positive efficacy dat, w
would submit the results to the FDA and attempdoure approval to market the Vascular Wrap proiguct
the U.S.

Anti-Infective Catheter Central venous catheters (“CVC”) are usually itesgtinto critically ill patients for
extended periods of time to administer fluids, druand nutrition, as well as facilitate frequerddul

draws. Through our proprietary drug identificat&trategy, we have elected to evaluate 5-Fluoroluf&ci
FU™), a drug previously approved by the U.S. FDAti@atment of various types of cancer, as a comgou
that may help to prevent certain types of infectiopatients receiving a CVC. Our 5-FU-eluting C\&C
currently undergoing a human clinical trial in HeS. designed to assess the safety and efficattyeof
catheter in preventing various types of cathetiated infections. The study is a randomized, shiujied,
850-patient, 20-center study. There were 532 patienrolled in the study as of December 31, 2006l
CVC study results are favorable, we intend to retjaes10(k) clearance from the FDA to market arid se
the CVC in the U.S.

During the year ended December 31, 2006, the fatigwlinical programs were completed:

Non drug-loaded sprayable biomaterial adhesion Harr(Adhibit™). Our non drug-loadeAdhibit
sprayable barrier product is designed to profiateéhe reduction of surgery-induced adhesions ¢hat
occur after a surgical procedure. In April 2006,ammounced data from our 71 patient human clirstaly
conducted in the EU, designed to assess the saidtgfficacy of Adhibit sprayable barrier in pretieg
adhesions in patients undergoing a procedure toverfibroids from the uterus (myomectomy surgery).
The data indicated that the use of Adhibit spragdialrrier reduced post-operative adhesion formaison
measured by the modified American Fertility SocigtgAFS”) score, a scoring system that factorsathb
the extent and tenacity of adhesions. Patientsdrgtoup that were treated with Adhibit sprayalaeiler
experienced a statistically significant reductionhieir mAFS score when compared with those in the
control group. We are currently evaluating, togethith our partner Baxter Healthcare Corporation
(“Baxter”), the timing and form of any regulatorylsmission for approval of this indication in the BlVe
granted Baxter exclusive worldwide marketing argtriution rights to our non-drug loaded Adhibit
sprayable barrier productxcept the U.S., where Baxter has an option toimlthase rights.

Senior Management Appointment

In July 2006 Dr. Jeffrey P. Walker was appointedi®@eVice President, Research and Development.\dker
will lead the research and development team oolaadjbasis and direct the development of our variou
technologies and preclinical product candidates Mizalker has over 14 years' experience at pharniaaéand
medical device companies. Prior to joining Angittedr. Walker was Vice President, Advanced TechgploNew
Ventures at Medtronic Vascular, Inc. During hisesarat Medtronic, Dr. Walker also held the positiévice
President, Science & Technology and was responfibline development of next-generation medicalaks/that



integrated biotechnology and pharmaceuticals. Alggge of the UCLA School of Medicine, Dr. Walkersaan
Emergency Physician at the St. Agnes Medical CentEresno, California for seven years. He alsa&al B.A. in
Psychobiology with post-graduate work in Anatomg &hysiology.

Acquisitions
Quill Medical, Inc. (“Quill™)

On June 26, 2006, we completed the acquisitiord6f4 of the equity of Quill for approximately $40lkoin in

cash plus potential future contingent paymentspaiou$160 million upon the achievement of certawenue growth
and development milestones. These payments anauilsi contingent on achievement of significantreroental
revenue growth over a five year period, subjeateidain conditions. The launch of the Quill® SRHEtaining
System as described below has triggered a develtpmikestone payment of $10.0 million payable, aste or in
Angiotech stock at our discretion, in the third deaof 2007, and creditable against other futunetiogent
payments. Through this acquisition, we now ownriits, in all possible fields of use, to devetom market
applications of the Quill proprietary self-ancharisuture technology, including in a variety of gah@nd specialty
surgical and aesthetic surgery applications.

Unlike conventional sutures which are smooth, tiidl @roducts have tiny teeth-like barbs or cogsngl the
surface. This “self-anchoring” suture technologyyrba used to close certain wounds or surgical imesswithout
the need for suture knots. Eliminating knot-tyirsgnsave surgical time, may reduce the risk of tide¢cand may
reduce wound leakage. Our Contour Threads™ prdoha;ta version of the Quill technology used fosthetic
surgery, enables plastic surgeons and dermatadagisiffer a minimally invasive ‘face rejuvenatightough an
office-based procedure performed under local ahasi&. We are currently working to develop a pdidfof next-
generation products using this technology. In aan@007, we launched the first of these new prtgjibe Quill®
Self-Retaining System for various wound closure tigglie approximation applications in general agstleetic
surgery.

The Quill acquisition was accounted for using thechase method of accounting. The assets, lias)itevenues
and expenses of Quill were included in our consiéid financial statements from June 26, 2006, #te of
acquisition. Total consideration of $40.3 milliancluding direct acquisition costs, was allocatedhte assets
acquired and liabilities assumed based on prelimifar values at the date of acquisition resultimgreliminary
identifiable intangible assets of $39.9 million aymbdwill of $13.1 million at the end of June 200Bubsequent to
the acquisition, more detailed valuation procedwere performed on the assets acquired and adalition
information was obtained resulting in updated pasehprice allocations to identifiable intangibleets of $50.0
million and goodwill of $7.0 million as of Decemb@&t, 2006. Goodwill is the excess of the purclagee over the
net assets and liabilities which includes the tasidof the assumed assets and liabilities. Tbealon of the
purchase price of the net assets acquired remegtimmmary and may vary if additional informatioedomes
available with respect to estimates made in thel@age price allocation.

American Medical Instruments Holdings, Inc. (“AMI")

On March 23, 2006, we completed the acquisitiohGff% of the equity of AMI for approximately $787dllion in
cash. Concurrently, we completed an offering &@million in aggregate principal amount of 7.75éfisr
subordinated notes due in 2014 in a private placéin@nsaction, and entered into a $425 millioricresecured
credit facility consisting of a $350 million terradility maturing in 2013 and a $75 million revolgicredit facility.
The net proceeds from the sale of the $250 milligtb% senior subordinated notes and the $350 miléom loan,
as well as cash on hand, were used to financectiigsition. We did not draw on the $75 million réwing credit
facility.

On December 11, 2006, the Company issued senmtirfiprate notes due in 2013 in the aggregate ipahamount
of $325 million, and repaid the outstanding primtipmount of the term facility of $319.9 millionthithe net
proceeds from the senior floating rate notes afteplus cash on hand and terminated the revolvieditcfacility.

The AMI acquisition was accounted for using thechaise method of accounting. The assets, liabilitmsenues
and expenses of AMI were included in our consofiddinancial statements from March 23, 2006, the d&
acquisition. Total consideration of $796.5 milliomcluding acquisition costs, was allocated toahsets acquired
and liabilities assumed based on fair values atitte of acquisition resulting in preliminary idiéiable intangible
assets of $212.2 million and goodwill of $582.0limil at the end of March 2006. Subsequent to dogiigition we
performed more detailed valuation procedures orasisets acquired and obtained additional informaiio



allocations made at March 23, 2006 resulting inated purchase price allocations to identifiablangible assets of
$191.6 million and goodwill of $587.3 million as BEcember 31, 2006. The decrease in value allo¢ated
identifiable intangibles was primarily due to anr@ase in value allocated to other current recédgab

During the third quarter we determined that certgiprating subsidiaries acquired through the AMjugition were
not aligned with our current business strategywadegan actively looking to dispose of these djmars. These
operations have been categorized as discontinudthealude the following AMI subsidiaries: Americedical
Instruments, Inc. located in Dartmouth, MassachsisBbint Technologies, Inc. located in Boulder|a€ado; and
Point Technologies S.A. located in Costa Rica. a$&ets and liabilities of these operations hava beewn
separately on the balance sheet as current anddomgassets and current and long-term liabilitiem
discontinued operations and the net loss for tbpseations have been shown separately on the satemf
income. Included in current assets from discomtthaperations is are intangible assets of $5.6amiind goodwiill
of $9.6 million. In late 2006, we recorded an inmpant charge of $7.7 million for these assets, mowl expect to
fully recover the current estimated net book valfithe discontinued operations. See further infaiomadiscussed
in “Results of Operations - Discontinued Operations

In the fourth quarter of 2006, we began the prooéssplacing the divisional structure of AMI withcentralized
operational structure that is integrated into ttiepfunctions of Angiotech. The restructuring xpected to result in
a more efficient operating structure. As parthase centralization activities, certain employeeswerminated
which resulted in approximately $1.9 million in seance and related costs. The restructuring wiitioue into the
first quarter of 2007 when we expect to recordréhier $1.2 million in severance charges relatethiminitiative.

Collaboration, License and Sales and Distribution reements

In connection with our research and developmentresffwe have entered into various arrangementsaaitporate
and academic collaborators, licensors, licensego#rers for the research, development, clinicgtinig, regulatory
approval, manufacturing, marketing and commeradilin of our product candidates. Terms of theotailicense
agreements may require us, or our collaboratonsiake milestone payments upon achievement of ogutaiduct
development and commercialization objectives andrpgalties on future sales of commercial produiny,
resulting from the collaborations.

The significant collaboration, license and salegd distribution agreements that we believe are tbstrritical in
fully understanding and evaluating our businessrapdrted financial results are described below:

Boston Scientific Corporation

In 1997, we entered a License Agreement with BEE (1997 License Agreement”), whereupon BSC becaire-
exclusive licensee (together with Cook) of our piegary paclitaxel technology for use in certaimawary and
peripheral vascular fields of use. This agreemeonided for payment of certain product developnmait¢stones,
as well as royalties to be derived from the safemng products commercialized by BSC relating ® libensed
technology. The technology licensed by BSC throtiighagreement is incorporated in BSC's propriefafyXUS
coronary vascular stent product line.

In November 2004, we amended the 1997 License Aggatupon BSC'’s election to become the exclusive
worldwide licensee of our proprietary paclitaxedtirology for use with coronary vascular stentssBaint to the
terms of the amendment to the 1997 License Agretrtienroyalty rates payable to us by BSC weregiased by
one percentage point (1%) across all royalty tersf November 23, 2004. We also granted BSC gt 1o
sublicense our paclitaxel-eluting coronary vascstant technology to third parties for cash corsitien of $13.9
million, which was recognized as license revenu20@4. If BSC exercises its sublicensing rightthm future, we
will receive a percentage of any sublicensing abersition paid to BSC and a royalty rate payablamnthird party
product sales.

Cook Group Incorporated

In 1997, we entered into the 1997 License Agreemitht Cook, whereupon Cook became a co-exclusoankee
of our proprietary paclitaxel technology for usec@rtain coronary and peripheral vascular fieldes#. This
agreement provided for payment of certain prodesetbpment milestones, as well as royalties todyeveld from
the sales of any products commercialized by Colglting to the licensed technology. The technolaggrised by
Cook through this agreement is incorporated in Goptoprietary ZILVER PTX peripheral vascular stpnbduct
candidate, which is currently undergoing humanicdihtrials in the U.S. and the EU.



In September 2004, we amended the 1997 LicensesAgnet to accommodate Cook’s election to exit atutmeall
licensed rights related to the coronary vascukdd fand to focus on the development of paclitaketiveg peripheral
vascular and gastrointestinal stents. The 1997nsed\greement was amended to increase the rogdétyupon the
commercial sale of paclitaxel-eluting peripheradadar stent products; and to provide a multi-yedension to the
1997 License Agreement for Cook related to thepgbherial vascular and gastrointestinal fields of Urse.
consideration for these amendments, we made a $#8idn license payment to Cook upon executionhaf
amendment, which is being amortized over the estidhlife of the future benefit of ten years.

Baxter Healthcare Corporation

In April 2003, we finalized a Distribution and Litge Agreement and a Manufacturing and Supply Ageeé¢mith
Baxter. These agreements gave Baxter the righatufacture and distribute our surgical sealantyechdCoSeal,
currently approved for sale in the U.S. and the &bl an option to license our non drug-loaded satgidhesion
prevention product, Adhibit, in the U.S., whichmist currently approved for sale in the U.S. We rexet an upfront
fee of $8.0 million in April 2003, of which $6.0 Hion is non-refundable and up to $2.0 million wastentially
refundable if we terminated the agreement, at ption, upon the failure of Baxter to achieve cert@inimum sales
and we elected to continue distributing the prodirceach of 2005 and 2006, we recognized $1.0anibf the
potentially refundable amount as license fee reggas we did not terminate the agreement duringehe Our
exposure to the remaining potential refund expaethe end of 2006. We received an additional $4liton in
milestone payments in prior years upon the apprnsatsfer of manufacturing of the CoSeal surgiealant
product to Baxter, and we may receive up to antexfgil $11.0 million if Baxter exercises optionsdbtain Adhibit
rights in the U.S. and CoSeal rights in Japan aakiesia milestone payment linked to achievemeregilatory
approval for a certain indication in the U.S. Tigeegements, or portions thereof, may be terminayeBaxter at any
time or by us if specified minimum sales are ndti@eed by Baxter. Unless otherwise terminated Alpeeements
expire upon the later of the expiration of the lastied patent or ten years.

Genzyme Corporation

In May 2006, we entered into a Collaboration Agreethwith Genzyme Corporation (“Genzyme”) to craateel,
localized treatments for cancer patients that tatgeprevention of tumor re-growth after surgémptigh the direct
application of a combined biomaterial / anti-canb@rapeutic at the site of tumor excision. Thestemtial products
may also be useful in treating inoperable tumaducing local tumor side-effects, and improvingggtal outcomes
while complementing existing systemic therapiesdéfrthe agreement, the companies will conduct rekgaintly,
with both companies contributing key personnelhi@togy and intellectual property. Genzyme will Barimary
responsibility for clinical development, manufadtgrand worldwide commercialization of any collaaion
products. We may participate in the developmemtrofiucts at our election, and we may have an whdito-
market any products eventually approved for satdlaBoration costs and any eventual profits willshared
equally.

Athersys, Inc.

In May 2006, we entered into a Strategic Allianggeement with Athersys, Inc. to co-develop and cencmlize
Athersys’ non-embryonic stem cell platform techmyloMultiSterd™, for use in the indications of myocardial
infarction and peripheral vascular disease. Atteisy privately held biopharmaceutical companyaged in the
development of therapeutic products for the treatroélife threatening diseases, with developmetiviies
currently focused on drug discovery and preclinieakarch. We will share in the research and dpusnt costs
and will be responsible for all commercializati@tated costs. We will be entitled to 55% (subjeatertain
potential adjustments) of any future profits frony groducts approved for sale that result fromabiéaboration.

Concurrent with the Strategic Alliance Agreemerg, wade a payment of $5.0 million to Athersys inhexge for a
convertible promissory note, maturing in 6 yearish\& coupon of 5% which will be convertible intah&rsys stock
upon Athersys obtaining additional future financingeting certain conditions. Concurrent with Atlyarfulfilling

a milestone obligation, we made an additional payro€$5.0 million in January 2007, accrued as et@&nber 31,
2006, which was also in exchange for a converpipenissory note under substantially the same temmls
conditions as the original note. This payment &ls® been recorded as a long-term investment.



Orthovita, Inc.

In March 2006, we entered into a revised Licensee@ment with Orthovita, Inc. (“Orthovita”), extendi and
expanding the terms of our June 2004 exclusivelNanierican Sales and Distribution Agreement witlth@vita
with respect to our VITAGEI™ surgical haemostat product. Upon completiorhefdale of VITAGEL products in
inventory, which Orthovita purchased from us in fiberth quarter of 2005, the original Sales andtitigtion
Agreement was terminated.

The key terms of the revised License Agreementigieithe completion of the contractual transfer ahuofacturing
responsibilities from us to Orthovita (which oc@&drin June 2006), the extension of the contrant fesm 2009 to
2014, the expansion of distribution rights to Oviite for the rest of the world, the retention bytitawita of
worldwide exclusive rights in the field of orthopmhe indications through 2014 and co-exclusive sghttside the
field of orthopedics beginning in 2007. Under thems of our revised Agreement, from 2007 we matrithute our
own brand of the VITAGEL surgical haemostat forntiola on a co-exclusive basis outside the field whapedics.
Under the revised agreement, we have continueetainrexclusive rights to develop and sell any doagled
version of the VITAGEL product.

In December 2006, we entered into a definitive agrent with Orthovita where Orthovita purchasedpioit-
sharing royalty rights for the VITAGEL surgical hestat and CELLPAKER® Collection Device products @&nd
our License Agreement for $9.0 million in cash.ctmnection with this agreement, we also entererlan amended
and restated license agreement with Orthovita #ragng other things, eliminates Orthovita’s obligato pay
royalties to us and extends the term of the Licéxgeement from 2014 through July 2017, which cevée life of
the licensed VITAGEL and CELLPAKER patent portfolid his amendment significantly changes the patesr
which economic benefits from the intellectual pnapevill be realized as all future royalties hav@nbeen
monetized and realized. In the fourth quarterGF& the $9.0 million was recorded as royalty rexeand $2.6
million remaining unamortized cost of the relevaméllectual property was amortized fully.

During 2006 we modified and terminated the follogvgignificant agreements:
NuVasive, Inc.

In September 2006, we received $20.0 million frooVisive, Inc, consisting of $12.0 million in castdé8.0
million in NuVasive common stock. As a result oftlransaction, we were obligated to pay approxéyek3.4
million of the consideration received from NuVasteecertain third parties for license fees anddeation costs.
We have paid $2.9 million of the $3.4 million, witle remaining amount coming due upon the dismositf our
shares in NuVasive. The payment we received frardasive was in consideration for entering a Milestand
Royalty Buyout Agreement for the NeoDi%tcervical disk replacement device and related teldyy which
NuVasive, Inc. acquired from Pearsalls Limited {assdiary acquired by us through the acquisitiod®R) in
August 2005. The payment satisfies a $10.5 millivlestone payment related to FDA approval of th& ID
application for NeoDisc as well as future milesnmanufacturing services and all future royalitieiespect to this
product and other potential products based ondtienblogy. The contingent milestones related éoottiginal
agreement were included in the AMI purchase prilceation as other current receivables and thenedéd fair
value of the manufacturing and royalty agreememt®vncluded in intangible assets at a value of §idllion.

Critical Accounting Policies and Estimates

Our consolidated financial statements are preparadcordance with U.S. GAAP. These accountinggipies
require management to make estimates and assusipii@naffect the reported amounts of assetslitiabj revenue
and expenses. We believe that the estimates anchptions upon which we rely are reasonable antased upon
information available to us at the time the estesaind assumptions were made. Actual results cifiéal from our
estimates.

The significant accounting policies that we beliave the most critical in fully understanding andlaating our
reported financial results are described below:

Revenue recognition

We recognize royalty revenue once the amount isradenable, there is reasonable assurance of dolteahd there
are no further obligations with respect to the tyysevenue. Accordingly, we record royalty reverderived from



BSC sales of paclitaxel-eluting coronary stentesyst on a cash basis due to terms in our agreenithriB &C
regarding reporting deadlines for the financiabmfiation that is necessary to accurately estine&SC royalty.
This results in a one quarter lag between the timeecord royalty revenue and the time the assettisdles were
recorded by BSC.

Product sales revenue is recognized when a préslshtpped to the customer provided we have natrred any
significant risks of ownership or future obligatsowith respect to the product shipped. Revenua fiooduct sales
is recognized net of provisions for returns, distswand allowances. These provisions are estinsatédecorded
in the same period as the related product sales@nbased on estimates derived from historicateepce.
Amounts billed to customers for shipping and harglls included in product sales revenue. The cpoeding costs
for shipping and handling are included in costmiducts sold.

License fees are comprised of initial paymentsraildstone payments from collaborative licensingiagements.
Non-refundable milestone payments are fully recogphiupon the achievement of the milestone evenbhwigchave
no further involvement or obligation to perform endhe arrangement. Initial payments and milesfmenents for
which we have ongoing involvement are deferredamndrtized into income over the estimated periodusf
ongoing involvement, which varies by each arrangegme

Research and development costs

Research and development costs consist of direcinalirect expenditures related to our researchdavelopment
programs. Research and development costs, inguitiprocess research and development and medical
technologies used solely in research and developantivities and with no alternative future use axpensed in
the period incurred.

Income tax expense

Income taxes are accounted for under the liabiigghod. Deferred tax assets and liabilities ategrized for the
differences between the financial statement andniectax bases of assets and liabilities, and feraijmg losses
and tax credit carry forwards. A valuation allowaris provided for the portion of deferred tax &sfeat is more
likely than not to be unrealized. Deferred taxeésand liabilities are measured using the enaatetates and laws.

Significant estimates are required in determiningprovision for income taxes. Some of these esémare based
on interpretations of existing tax laws or reguasi. Our effective tax rate may change from petwopleriod based
on the mix of income among the different foreigrngdictions in which we operate, changes in taxslanthese
jurisdictions, and changes in the amount of vaturaéillowance recorded.

Allowance for doubtful accounts

Accounts receivable are presented net of an alloeéor doubtful accounts. In determining the alowe for
doubtful accounts, which includes specific reserwasreview accounts receivable aging, customantiral
strength, credit standing and payment history sessthe probability of collection. We continuatignitor the
collectibility of our receivables.

Inventory Provision

In establishing the appropriate provision for inep obsolescence, we make estimates based oikefiadod that
inventory carrying values will be affected by chasgn market demand for our products, historicalegiences,
sales trends, specific categories of inventoryagel of on-hand inventory. A significant changéhia timing or
levels of demand for our products as comparedrectsted amounts may result in additional provision excess
or expired inventory in the future. We record psmns for inventory in cost of products sold.

Stock-based compensation

Effective January 1, 2006, we adopted StatemeRinaincial Accounting Standards Board (“SFAS”) N23(R)
“Share-Based Payment”, a revision to SFAS 123 “Actimg for Stock-Based Compensation. SFAS 123(R)
requires us to recognize in the income statemengthnt date fair value of share-based compensatiands
granted to employees over the requisite servicegewe use the Black-Scholes option pricing mddadalculate
stock option values, which requires certain assigmptincluding the future stock price volatilitydaexpected time
to exercise. Changes to any of these assumptiotise aise of a different option pricing model (sashthe binomial



model), could produce a different fair value faycit-based compensation, which could have a maferfct on
our earnings. Upon adoption of the provisionsBAS 123 (R), we applied the modified-prospectiansition
method. During the year ended December 31, 2086eeorded stock-based compensation expense ofiidin,
including a cumulative adjustment reducing stockdaacompensation expense of $0.4 million relatesstinated
forfeitures as required under the new standard.

Cash equivalents, short and long-term investments

We invest our excess cash balances in short-tezarities, principally investment grade commerciebtand
government agency notes. Prior to entering intosénior secured credit facility on March 23, 2006onnection
with the AMI acquisition, we also invested in lotegm securities with maturities of no more tharethyears. At
December 31, 2006, substantially all of our semsritvere classified as available-for-sale, and mtiogly, were
recorded at fair market value with unrealized gaing losses included in other comprehensive inqdmss) in
shareholders’ equity. Realized gains and lossésan declines in value that are judged to be etiem-temporary
are reported in other expenses.

As part of our strategic product development e$forte also invest in equity securities of certaimpanies with
which we have collaborative agreements. The egaityrities of some of these companies are notgulidiaded
and so fair value is not readily available. Thesestments are recorded using the cost methodoofusating and
are tested for impairment by reference to antieigamndiscounted cash flows expected to result fr@mnvestment,
the results of operations and financial positiothefinvestee, and other evidence supporting theeaéizable value
of the investment.

Goodwill

Gooduwill is tested for possible impairment at lemstually and whenever changes in circumstancas dcat would
indicate an impairment in the value of goodwill.hgw the carrying value of a reporting unit's godtesxceeds the
implied fair value of the goodwill, an impairmensk is recognized in an amount equal to the exdgssumstances
that could trigger an impairment include adversangjes or outcomes in legal or regulatory mattechrtological
advances, decreases in anticipated demand andaipatetd competition. There were no impairmentrgha
recorded during the years ended December 31, 2006 and 2004.

Intangible assets

Our identifiable intangible assets are primarilyngwised of technologies acquired through our bigsine
combinations. Intangible assets also includededsed proven medical technologies. We amortizagible assets
on a straight-line basis over the estimated lifeheftechnologies, which range from two to tweleans depending
on the circumstances and the intended use of thedédogy. We determine the estimated useful [feeintangible
assets based on a number of factors such asilegalatory or contractual limitations; known teclogical
advances; anticipated demand for our productstlamexistence or absence of competition. We rethewcarrying
value of our intangible assets for impairment iatlics at least annually and whenever there hasdsigmificant
change in any of these factors listed above. Aifsagint change in these factors may warrant asiemiof the
expected remaining useful life of the intangibleedsresulting in accelerated amortization or goaiiinment charge,
which would impact earnings. In the years endedeBwer 31, 2006 and 2005, we recorded impairmeargels of
$7.7 million and $9.1 million, respectively, agditfee intangible assets of operations classifiedissontinued.
There were no impairment charges to intangibletasseorded during the year ended December 31,.2004

Results of Operations

Overview

The following discussion and analysis of resultsrfrour operations excludes the financial resuttsmfour
discontinued operations (see “Results of Operatiddiscontinued Operations”). All discussions amalyses
pertain to continuing operations only, unless atlige noted. The results from all prior periodsénaeen
reclassified to conform to this presentation.

The results for the year ended December 31, 20f)6da the results of AMI since the date of its asijon on

March 23, 2006, and Quill since the date of itsuégition on June 26, 2006. Accordingly, the conapiae years
ended December 31, 2005 and 2004 do not includethdts of the AMI and Quill operations.
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(in thousands of U.S.$, except share and per slzed

Years ended December 31,

2006 2005 2004

Revenues

Pharmaceutical Technologies 180,650 199,648 126,231

Medical Products 134,425 - -
Total revenues 315,075 199,648 126,231
Operating income

Pharmaceutical Technologies 55,438 31,328 39,078

Medical Products 4,784 - -
Total operating income 60,222 31,328 39,078
Other income (expenses) (38,049) 5,131 7,718
Income from continuing operations before incomesaand
cumulative effect of change in accounting policy 22,173 36,459 46,796
Income tax expense (recovery) 10,279 28,055 (6,183)
Net income from continuing operations before curtivga
effect of change in accounting policy 11,894 8,404 52,979
Basic net income per common share, continuing tijpasa 0.14 0.10 0.63
Diluted net income per common share, continuingagens 0.14 0.10 0.62

We operate in two reportable segments: (i) Phaeniézal Technologies; and (ii) Medical ProductsioPto the
acquisition of AMI we reported our operations undee segment, drug-eluting medical devices and &ierials.

Our Pharmaceutical Technologies segment includgstyorevenue generated from out-licensing our pesary
paclitaxel technology to drug-eluting stent mantifeers, as well as revenue derived from the oetile of certain
biomaterials and other technologies. This segmksatincludes our internal and external researchdavelopment

activities and our corporate activities.

The Medical Products segment manufactures and tsaskeide range of single use, specialty medicaicds, with
products focused primarily on general surgery, togpand tumor biopsy, interventional radiology aragcular
surgery, ophthalmology and aesthetic surgery. Thditb&l Products segment also manufactures finighetical
devices and medical device components for thirtiypaedical device manufacturers and marketers.

Operating income from continuing operations for Bi@rmaceutical Technologies segment increase@®y $
million to $55.4 million for the year ended DecemB&, 2006 compared to $31.3 million for the yesded
December 31, 2005. The increase is primarily duee teduction of in-process research and developmen
(“IPR&D") expense from $55.0 million in 2005 to $million in 2006, offset partially by a decreasgdyalty
revenue derived from BSC's sales of paclitaxeliatutoronary stent systems.

Operating income from continuing operations for Bi@armaceutical Technologies segment decreased.8y $
million to $31.3 million for the year ended DecemB&, 2005 compared to $39.1 million for the yesded

December 31, 2004. The decrease is primarily datincrease in IPR&D expense from $6.4 millio2@94 to
$55.0 million in 2005, primarily relating to tramd®ns with CombinatoRx and Afmedica of $30.6 mifliand $23.4

million, respectively.

Operating income from continuing operations for Mhedical Products segment was $4.8 million forybar ended
December 31, 2006, comprised of the operating tesfilAMI and Quill since the date of acquisiti@md includes

$26.2 million of amortization expense related t@amngible assets.

Other income and expense included interest expeird@5.5 million on our outstanding long-term debtigations
for the year ended December 31, 2006, compared moterest expense in either of the two precedewyy. Also
impacting other income and expense in 2006 wawittiedown of $9.3 million in deferred financing chas on the
extinguishment of debt, and lower investment incaolue to a lower cash balance available to invesalse of the

use of cash resources for the AMI and Quill acdjoiss.
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For the year ended December 31, 2006, we recoadaldniet income from continuing operations befdwe t
cumulative effect of a change in accounting pot€$11.9 million ($0.14 basic net income per shamhpared to
net income from continuing operations of $8.4 mwilli($0.10 basic net income per share) for the geded
December 31, 2005. The increase of $3.5 millicsiuis to the factors outlined above and to the réaluin our
overall tax rate as certain non tax deductibleeatibwns in 2005 did not recur in 2006. Incomeetgpense for the
year ended December 31, 2006 also includes a cbaff1 million, including interest, related toecent,
retroactive change in the Quebec income tax lagsldahat increases income taxes payable for 20052804 (see
income taxes).

For the year ended December 31, 2005, we recoodaldniet income from continuing operations of $&itlion
($0.10 basic net income per share) compared tmoete from continuing operations of $53.0 milli#®.63 basic
net income per share) for the year ended Decenthed(®4. The decrease of $44.6 million is duentinarease in
IPR&D expense from $6.4 million in 2004 to $55.0limn in 2005 as described above in the segmemudision.

Revenues
(in thousands of U.S.$) Years ended December 31,
2006 2005 2004
Pharmaceutical Technologies:
Royalty revenue — paclitaxel-eluting stents 159,487 183,566 98,408
Royalty revenue — other 15,767 5,637 2,230
Product sales 4,165 5,334 8,281
License fees 1,231 5,111 17,312
180,650 199,648 126,231
Medical Products:
Product sales 134,425 - -
Total revenues 315,075 199,648 126,231

Royalty revenue derived from sales of paclitaxatiefy coronary stent systems by BSC for the yededn
December 31, 2006 decreased by 13% as comparkd year ended December 31, 2005. The decreasgailtyro
revenues was primarily a result of lower salesadflipaxel-eluting stents by BSC and a 2% reducticom 11% to
9%, in our top royalty rate earned on certain safes BSC achieved certain revenue threshold9@%2Royalty
revenue for the year ended December 31, 2006 vesilzm BSC's net sales for the period October @520
September 30, 2006 of $2.2 billion, of which $1ilidn was in the U.S., compared to the comparatler year net
sales of $2.4 billion, of which $1.7 billion wastime U.S. The average gross royalty rate earndtkigear ended
December 31, 2006 on BSC's net sales was 7.9%afes ¢ the U.S. and 6.0% for sales in other ciestr
compared to an average rate of 8.3% for salexittB. and 6.5% for sales in other countries feryémar ended
December 31, 2005.

Other royalty revenue increased $10.2 million t&6.8Imillion for the year ended December 31, 2006camspared
to $5.6 million for the year ended December 31,5200he majority of this increase was due to th® $8illion
received from Orthovita, Inc in December 2006 urttierdefinitive agreement (described above — see
“Collaboration, License and Sales and Distribut@reements”) where Orthovita purchased our prdféarsg
royalty rights for certain of its products for $31fllion in cash.

The significant increase in royalty revenue forykear ended December 31, 2005 compared to theeyelad
December 31, 2004 was a result of several facdtorkiding the contribution of four full quarters fyalty revenues
derived from BSC paclitaxel-eluting coronary steydtem sales, continued market penetration of dhuiing stents
in the U.S. and Europe, and a one percentage (@it increase in our royalty rate on sales of paxdil-eluting
coronary stent systems by BSC as a result of B&@cising their option on November 23, 2004 to ab&iclusive
rights to develop, market and sell paclitaxel-elgtstents in the coronary vascular field pursuamiir 1997 License
Agreement. This was partially offset by the fa@ttBSC achieved certain revenue thresholds in 200,
accordingly our top royalty rate earned on cersaites by BSC decreased by 2%, from 11% to 9%.

We expect revenues in the Pharmaceutical Techredagigment to decrease in 2007 as compared to 288 on
information recently released by BSC indicating B&C’s worldwide sales of paclitaxel-eluting steehad declined
in BSC's fourth quarter ending December 31, 2006.

Sales for the Medical Products segment for the gaded December 31, 2006 represent sales of psodbtdined
through the acquisition of AMI which was completmdMarch 23, 2006. We expect our product salesdease in
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2007 as compared to 2006, reflecting a full yeasprating results from the businesses acquiredigr the AMI
acquisition, as well as continued growth, conststégth that observed in prior years, of certairttadse businesses
and product lines.

Expenditures

(in thousands of U.S.3$) Years ended December 31,
2006 2005 2004

License and royalty fees 25,605 28,345 18,072
Cost of products sold 68,067 5,653 5,632
Research and development 45,393 31,988 26,659
Selling, general and administrative 78,732 37,837 21,180
Depreciation and amortization 36,014 9,540 9,235
In-process research and development 1,042 54,957 3756,

254,853 168,320 87,153

License and royalty fees

License and royalty fee expenses include licenderayalty payments due to certain of our licensprsnarily as a
result of paclitaxel-eluting coronary stent systayalty revenue received from BSC. The decreaseisnexpense
in the year ended December 31, 2006 when compari tyear ended December 31, 2005 reflects tHenden
our royalty revenue during this period. We expieense and royalty fee expense to continue to sigraficant cost
in 2007, but lower than in 2006, consistent with &xpected decline in royalty revenue.

The increase in this expense in the year endedrileere31, 2005 when compared to the year ended Desredi,
2004 reflects the increase in our royalty revenue.

Cost of products sold

Cost of products sold increased by $62.4 millio$&8.1 million for the year ended December 31, 2€f6pared
to $5.7 million for the year ended December 31,320fmarily as a result of the AMI acquisition. &ross margin
for 2006 was 51%. We expect that cost of produmits will increase in 2007, reflecting the expectedwth of our
product sales and a full year of operating redtdts the businesses acquired through the AMI adtipris

Research and development

Our research and development expense is comprisaabis incurred in performing research and devakaq
activities, including salaries and benefits, clalitrial and related clinical manufacturing cosntract research
costs, patent procurement costs, materials andiespand operating and occupancy costs. Our relseend
development activities occur in two main areas:

(i) Discovery and preclinical researchOur discovery and preclinical research efforesdivided into several
distinct areas of activity, including screening awaluation of pharmaceuticals, evaluation of maigm of action
of pharmaceuticals and pursuing patent protectiomdr discoveries.

(i) Clinical research and developmenClinical research and development refers to iratieand external activities
associated with clinical studies of product cangidan humans, and advancing clinical product aatdis towards a
goal of obtaining regulatory approval to manufaetand market these product candidates in varioogrgphies.

Research and development expenses for these twoamesis and by clinical project for the years erfdedember
31, 2006, 2005 and 2004 were as follows:

13



(in thousands of U.S.3$) Years ended December 31,

2006 2005 2004
Discovery and pre-clinical research 24,108 22,513 5,715
Ongoing clinical programs:
Vascular Wrap™ Paclitaxel-Eluting Mesh 9,399 63,5 2,850
Anti-infective Central Venous Catheter 7,379 312 -
Medical products 5,169 366 1,394
46,055 28,760 19,959
Completed clinical programs:
Adhibit™ Adhesion Prevention Gel 144 1,322 4,425
Other 312 1,250 1,748
456 2,572 6,173
IPR&D expense (1,042) - -
Stock-based compensation 2,340 2,740 3,176
Less: Depreciation, amortization and inter-compamrges
allocated to projects above (1,997) (1,501) (2,176)
Total research and development 45,812 32,571 27,132
Less: Research and development relating to disued
operations (419) (583) (473)
Total research and development relating to continuing
operations 45,393 31,988 26,659

Research and development project expenses includieezt costs as well as an allocation of indinesearch and
development expenses based on direct effort artd obsach project.

The increase of $13.4 million in research and dgwekent expenditures to $45.4 million for the yeaded
December 31, 2006 compared to $32.0 million forytsar ended December 31, 2005 was primarily duecteases
in clinical development expenditures related to\ascular Wrap and CVC programs, which requiretharease of
$4.3 million in third party clinical research anfid®,000 in travel costs. In addition, in suppdrthe increase in
our clinical activity, we increased the size of olinical and regulatory department in Virginia ohg the past year,
which added $4.0 million to 2006 costs as compéwetie prior year.

Also contributing to the increase in research aevktbpment expenditures in 2006 as compared to 28@%he
addition of discovery and pre-clinical researchspanel in Vancouver and the $3.9 million impacthe AMI
acquisition, which includes expenditures related/dok on projects to apply our coating and regulato
development know-how to certain of the acquired igsdlevice product lines.

Total research and development expenditures foyghe ended December 31, 2005 increased by $5li8mrtib
$32.0 million compared to $26.7 million for the yemded December 31, 2004. The increase was pisirdae to
higher patent procurement costs of $2.2 millioultésy from increased patent filing activity; labpplies, services
and equipment of $1.0 million due to increased dwrgening and lab activity; consulting costs aB$aillion and
preclinical studies and contract research cosg9af million.

We expect to continue to incur substantial reseanthdevelopment expenses in the future due todhenuation
and expansion of our research and developmentaregpotential technology in-licensing and reguiatelated
expenses, preclinical testing of various produatden development and the planned initiation andicoation of
various human clinical studies in 2007. Succesmngfclinical program may increase overall researuh
development expenditures due to the expansionaal@m@tion of the clinical program. We may alscuin
additional research and development expenses ifutine related to combining our technologies widnious
medical device product lines obtained through thd Acquisition.

Selling, general and administrative expenses

Total selling, general and administrative expendiifor the year ended December 31, 2006 increas8d0.9
million to $78.7 million compared to $37.8 milliom the year ended December 31, 2005. The highesredfures
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were primarily due to AMI-related expenditures 88% million, which included $21.8 million for diresales and
marketing personnel and activities, $7.7 million fersonnel costs associated with corporate anglostifunctions,
and $8.9 million for other operating and occupaomsts. Also contributing to the increase was $dilBon for
restructuring charges.

Total selling, general and administrative expendsuor the year ended December 31, 2005 incrdas&d6.6
million to $37.8 million compared to $21.2 milliém the year ended December 31, 2004. The increase i
expenditures was primarily due to higher professicervice fees of $8.6 million, arising from agrigase in certain
patent and litigation related activities, the castated to a European patent opposition proceeafi$@.6 million,
and an increase in salaries and benefits (inclustiogk-based compensation) of $3.7 million reflegtn increase
in the number of employees required to supporigoowing operations.

In 2007, we expect that selling, general and adstiative expenses will continue to be higher tleRG06 primarily
due to the consolidation of a full year of AMI rétistand the expansion of marketing activities esab the Quill
product lines for wound closure and aesthetic syrg&his will be partially offset by a reduction general and
administrative expenses reflecting broad spendidgetion initiatives as well as certain cost syrergelated to
reorganization activities initiated in the thirdagter of 2006. Expenditures could fluctuate dejrendn potential
acquisition and in-licensing transactions that vay mndertake and the extent of legal efforts rexglifo support and
defend our intellectual property portfolio.

Depreciation and amortization

Depreciation and amortization expense was $36.omilor the year ended December 31, 2006, compiar&8.5
million for the year ended December 31, 2005. Tioedase of $26.5 million was primarily due to anzation
related to the identifiable intangible assets asgufrom AMI and Quill, but also included $2.9 ridh of
accelerated amortization of the intangible assttad to the monetization of the royalty streapmfiOrthovita in
December 2006. Depreciation and amortization esgéor the year ended December 31, 2006 was cozapois
amortization of licensed technologies and iderilBantangible assets purchased through businesbinations of
$32.7 million, and depreciation of property, plant equipment of $3.3 million.

Depreciation and amortization expense for the geded December 31, 2005 increased by $0.3 millioernw
compared to the year ended December 31, 2004 pduéutl year of amortization related to 2004 irgdabe asset
additions, partially offset by a decrease in dejatem of property and equipment due to the constion of
research and development activities and the retdtsdire of our Palo Alto facility.

Excluding the effect of the accelerated intangdseet amortization related to Orthovita, we exgdegtreciation and
amortization expense to decline slightly in 2007hesvalue assigned to the AMI sales order backbgbeen fully
amortized.

In-process research and development (“IPR&D")

We record IPR&D expense relating to acquired didensed technologies that are at an early stagewdlopment
and have no alternative future use. We record8&[Pexpense of $1.0 million in the year ended Delgen81,
2006 as a result of license milestone payments rreaBely-Med, Inc. in accordance with a licensesagnent. For
the year ended December 31, 2005, we recorded IP&&§@nse relating to transactions with Combinataftk
Afmedica of $30.6 million and $23.4 million, respigely. We also recorded IPR&D of $1.0 million fardicense
payment made to Poly-Med as a milestone was riet. the year ended December 31, 2004, we recoRiR&D
of $6.4 million for an upfront license payment madéoly-Med.

We may incur further IPR&D expenditures in futueripds as we continue to in-license or acquireyestege
technologies.
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Other Income (Expense)

(in thousands of U.S.$) Years ended December 31,
2006 2005 2004

Foreign exchange gain 515 1,092 2,050
Investment and other income 6,235 10,006 5,668
Interest expense on long term-debt (35,502) - -
Write-down of deferred financing costs (9,297) - -
Write-down of investment - (5,967) -

(38,049) 5,131 7,718

The net foreign exchange gains/losses were priyridugl result of changes in the U.S. to Canadialadahd other
foreign currency exchange rates when translatimgareign currency denominated cash, cash equitsabamd short-
term investments to U.S. dollars at period end. dafginue to hold Canadian dollars and other fareignominated
cash, cash equivalents and short-term investmemte&ét our anticipated operating and capital exjperedneeds in
future periods in jurisdictions outside of the U\&e do not use derivatives to hedge against expsga foreign
currency arising from our balance sheet financisfruments and therefore are exposed to futuréufitions in the
U.S. dollar to Canadian dollar and other foreigrrency exchange rates.

Investment and other income for the year ended iDbee 31, 2006 decreased when compared to theymaor
primarily due to a lower cash balance availabletest due to the use of cash resources for the @I Quill
acquisitions.

During the year ended December 31, 2006, we indunterest expense of $35.5 million on our outsiagébng-
term debt obligations. Since incurring the sesirured term loan in March 2006, interest ratee harnged
between 6.3% and 8.8% and the interest rate osethier subordinated notes has remained constdni%%. The
senior secured term loan was extinguished in Deee2®06 and replaced with senior floating rate siot@terest
expense also includes $2.0 million for amortizatbeferred financing costs. In December 2006reedgnized a
writedown of $9.3 million of deferred financing ¢sselated to the extinguishment of the senior setterm loan.

During the year ended December 31, 2005, we redaad6.0 million write-down of our investment in B84
Medical Inc., as the decline in fair value of theestment was determined to be other-than-temporary

Income Tax

Income tax expense for the year ended Decemb&0BB was $10.3 million compared to income tax espeof
$28.1 million for the year ended December 31, 280&% an income tax recovery of $6.2 million for yfear ended
December 31, 2004.

The effective tax rate for the year ended DecerBtheP006 was higher than the statutory Canadiarat&xof
34.1% due primarily to the $9.1 million charge tethto a retroactive change in tax legislationdescribed below,
partially offset by lower tax rates on earningséntain foreign jurisdictions, and the impact of losses in certain
of our foreign operations.

For the year ended December 31, 2006, income taerse of $10.3 million consisted of current anddefl
income tax expense of $18.2 million on income fiGanadian operations, offset partially by a cureemt deferred
income tax recovery of $7.9 million on net lossesf U.S. operations (including foreign subsidigries

Current tax expense includes a charge of $9.1anijlincluding interest, related to the 2005 and42@ation years
resulting from a retroactive change in Quebec egislation enacted in September 2006. The Quebeauthorities
have issued assessment notices to us and a nufrdtbepCanadian companies in connection with éerial
financing arrangement that was based on legislatigface at the time of implementation. As thadkdion is
considered to be enacted under U.S. GAAP, we rechttte full amount in the second quarter of 2006, lzave
recorded interest payable to December 31, 2006 haVe filed a Notice of Objection with the Quebax t
authorities. We understand that a number of difaeradian companies have also filed respective ot
Objection with the Quebec tax authorities.

Discontinued Operations

In September 2006, we determined that certain ¢ipgraubsidiaries obtained through the AMI acqigsitwere not
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aligned with our current business strategy, andb@gan actively looking to dispose of these subs&liaThese
operations have been categorized as discontinudthalude the following AMI subsidiaries: Americedical
Instruments, Inc. located in Dartmouth, MassachsisBbint Technologies, Inc. located in Boulder|aado; and
Point Technologies S.A. located in Costa Rica. aseets and liabilities of these operations haea shown
separately on the balance sheet as current assbtaiaent liabilities from discontinued operati@m the net loss
for these operations have been shown separataheostatements of income. Included in long-terne@ssom
discontinued operations are intangible assets @& Bfilion and goodwill of $9.6 million. In late 2@, we recorded
an impairment charge of $7.7 million for these tssand now expect to fully recover the curreninested net book
value of these discontinued operations. We recbedeet loss from discontinued operations for tieesesidiaries
of $7.7 million for the year ended December 31,800

In 2005, we completed the sale of our Dutch subsyiMCTec Holding BV and its operating subsidiaGCTec

BV and decided to close down the offices of oursadiary, NeuColl, Inc. and terminate its distritmrtiagreements.
Accordingly, we reported the results of operatigalating to these entities as discontinued opearafifor the current
and prior periods, in our Consolidated Statememhodme. For the year ended December 31, 2006 cvered
additional operating expenses relating to the ctsfiNeuColl for which we recorded a net loss frdistontinued
operations of $1.0 million.

The operating results of discontinued operatioessammarized as follows:

(in thousands of U.S.$) Years ended December 31,

2006 2005 2004
Revenues 10,092 5,275 4,549
Operating loss (4,045) (1,646) (1,209)
Other income (expenses) 4 (1,399) 88
Impairment of assets (7,700) (9,122) -
Loss before income taxes (11,741) (12,167) (1,121)
Income tax recovery (4,033) (2,576) (594)
Loss from discontinued operations (7,708) (9,591) 527)

Summary of Quarterly Results

The following tables present our unaudited constéid quarterly results of operations for each oflast eight
quarters. This data has been derived from ourditeiquarterly consolidated financial statementsch were
prepared on the same basis as the annual auditedliated financial statements. These unauditedterly
results should be read in conjunction with our talconsolidated financial statements for the yeaded
December 31, 2006 and 2005.

The results for the quarters ended June 30, 208@&e&ber 30, 2006 and December 31, 2006 include=thdts of
AMI since the date of its acquisition on March 2806 and Quill since the date of its acquisitionJane 26, 2006.
Accordingly, the comparative quarters for 2005 dbinclude the results of the AMI and Quill opeoais.

Quarter ended

(in thousands of U.S.$, except per share data) December 31, September 30,  June 30, March 31,
2006 2006 2006 2006

Total revenues 93,253 86,271 93,606 41,945
Operating income 14,060 16,478 18,123 11,561
Net income (loss) from continuing operations (5)260 7,404 2,170 7,580
Net income (loss) (11,703) 6,926 1,827 7,535
Basic income (loss) per share:

Continuing operations (0.06) 0.09 0.02 0.09

Discontinued operations (0.08) (0.01) - -

Total (0.14) 0.08 0.02 0.09
Diluted income (loss) per share:

Continuing operations (0.06) 0.09 0.02 0.09

Discontinued operations (0.08) (0.01) - -

Total (0.14) 0.08 0.02 0.09
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Quarter ended

(in thousands of U.S.$, except per share data) December 31, September 30, June 30, March 31,
2005 2005 2005 2005

Total revenues 43,846 47,892 52,231 55,680
Operating income (loss) (41,050) 20,815 22,132 420,
Net income (loss) from continuing operations (4B)72 16,325 15,565 19,234
Net income (loss) (51,260) 15,925 15,320 18,828
Basic income (loss) per share:

Continuing operations (0.51) 0.19 0.19 0.23

Discontinued operations (0.10) - - (0.01)

Total (0.61) 0.19 0.19 0.22
Diluted income (loss) per share:

Continuing operations (0.51) 0.19 0.18 0.23

Discontinued operations (0.10) - - (0.01)

Total (0.61) 0.19 0.18 0.22

Fourth Quarter Summary

We recorded a net loss from continuing operatidr&d million for the quarter ended December 310&

compared to net income from continuing operatidir7o4 million for the immediately preceding quartd he
change from the prior quarter was primarily relat®d decline in royalty revenue derived from salfegaclitaxel-
eluting coronary stents by BSC, a $9.3 million adtown of deferred financing costs on the extirigmisnt of debt,
and additional termination costs related to thegration of AMI operations.

Summary of Quarterly Results

The primary factors and trends that have causadti@rs in our quarterly results are as follows:

() AMI acquisition— The last three quarters include the results of &b the date of acquisition, March 23,

2006. AMI's product sales revenue for the foutttird and second quarters were $43.6, $41.6, arimlion,
respectively, resulting in a significant increasedtal revenue. Concurrent with the AMI acquasiti we issued
significant long-term debt which resulted in intgrexpense of $11.9, $11.3 and $12.3 million inftheth, third
and second quarters of 2006, respectively. Ameatitin expense related to identifiable intangilsdseds
acquired in the AMI acquisition was $6.4, $6.7 &7d3 million in the fourth, third and second questef 2006,
respectively.

(i) Royalty Revenue from BSCWe receive royalty revenue from BSC based on'B&€&t sales of paclitaxel-
eluting stent systems throughout the world. Oualtyyrevenues have been approximately $40.0 to0b&@lion
per quarter since the third quarter of 2004 whemegeived our first substantial royalty payment.tHe third
quarter of 2005, royalty revenue from BSC begatiettrease due to a 2% reduction in our top royatsy r
earned on certain sales by BSC, from 11% to 9%, rasult of BSC achieving certain revenue threshiml®005
and a reduced amount of paclitaxel-eluting steleissday BSC as compared to prior quarters. Ind¢oersd, third
and fourth quarters of 2006 there was also a dsenesasales of paclitaxel-eluting stents by BSGhaU.S.
where the average royalty rate is generally higihen in Europe and other countries.

(iii) IPR&D expense The amount of IPR&D expense recorded in eachtgudepends on the timing of acquisitio
and transactions with research and developmeratmmiators. As these expenses are often significaen
compared to other operating expenditures, thetsesuliny quarter could be materially affected Hwy timing of
such expenses. In each of the first quarters 86 2thd 2005 we recorded $1.0 million IPR&D expenetating
to our license agreement with Poly-Med, Inc., iasiag the loss for each quarter. In the fourth iguanf 2005,
we recorded IPR&D expense of $54.0 million relatiogur investment and collaboration transactiottn wi
CombinatoRx, Incorporated and our acquisition ahAélica, Inc., resulting in a net loss for the qerart

(iv) Income tax expenseSignificant estimates are required in determiruag provision for income taxes. Our
effective tax rate may change from quarter to qudrased on the mix of income among different fprei
jurisdictions in which we operate, changes in taxd in these jurisdictions, and changes in the atoiu
valuation allowance recorded.
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(v) Other factors- Our results may also be affected by fluctuationesearch and development expenses and in
selling, general and administrative expenses fraartgr to quarter due to our continued expansiavuof
research and development programs, increasesahdégrts required to support our intellectual peay
portfolio and increases in the number of employegsired to support our growing operations.

Liquidity and Capital Resources

On March 23, 2006, concurrent with our acquisitd®MI, we completed an offering of $250.0 millidm
aggregate principal amount of 7.75% senior subatdohnotes due in 2014 in a private placementadios, and
entered into a $425.0 million senior secured crdility consisting of a $350.0 million term faityl maturing in
2013 and a $75.0 million revolving credit facilityaturing in 2011. None of the $75.0 million crefditility was
drawn. The net proceeds from the sale of the &25illion 7.75% senior subordinated notes due 2&idithe
$350.0 million term loan, as well as cash on havete used to finance the AMI acquisition. In Debem2006, we
repaid the term loan with the proceeds from theasse of senior floating rate notes in the aggeegéncipal
amount of $325.0 million, due December 1, 2013 @axh on hand. We also terminated the revolvinditcfacility.

The significant terms relating to our senior sulimated notes and senior floating rate notes areritbesi below.

At December 31, 2006, we had working capital of&00million, excluding current assets and curritiilities
from discontinued operations, and cash resourc89@f million, consisting of cash and cash egeint. In
aggregate, our cash resources decreased by $2ilk08 from $324.4 million at December 31, 2005mparily due
to the use of cash to finance the AMI and Quillisitions. These cash resources, in addition $b ggnerated
from operations, are used to support our continalimical studies, research and development invéat working
capital requirements, debt servicing requirementkfar general corporate purposes. We may alsouiseash
resources to fund acquisitions of, or investmemtdiuisinesses, products or technologies that exganaplement or
are otherwise related to our business.

We believe that our existing principal sourcesigifidity, working capital and cash from operatioass sufficient to
satisfy the funding of current product developmanaigrams, contractual obligations, and other opggatnd capital
requirements, including debt servicing requiremeanis other potential acquisitions and in-licensifitechnologies,
on both a short-term and long-term basis. Our @#kiws and the amounts of expenditures that bélinecessary to
execute our business plan are subject to numermestainties, which may adversely affect our lidiyidnd capital
resources to a significant extent and may requr®uaise additional funds through debt or eqoifgrings. We
may also from time to time consider certain finagobpportunities, including various types of debequity
securities, as alternatives to our current semdatihg rate notes and senior subordinated notes.

Cash Flow Highlights

(in thousands of U.S.$) Years ended December 31,

2006 2005 2004
Cash provided by operating activities 56,531 88,879 78,112
Cash used in investing activities (576,288) (1%8)2 (231,842)
Cash provided by financing activities 556,926 4,31 7,845
Net increase (decrease) in cash and cash equivalent 37,169 (56,081) (145,885)
Cash and cash equivalents, end of period 99,332 1682, 118,244

Cash Flows from Operating Activities

Cash provided by operating activities for the yeaded December 31, 2006 was $56.5 million comptar&&8.9
million for the year ended December 31, 2005. iNedme for the year ended December 31, 2006, exgjutbn-
cash items, resulted in cash inflows of $47.1 orllcompared to $90.4 million in 2005. The decreaset cash
income was the net result of a $24.1 million deseda royalty revenue from BSC to $159.5 million,iacrease in
interest expense partially offset by an increassaimings related to AMI. Working capital requikmts resulted in
cash inflows of $9.4 million during the year end@ecember 31, 2006 compared to cash outflows of filll®n for
2005. The increase in cash inflows related to waykiapital for the year ended December 31, 2006pneasrily
driven by an increase in income taxes and intgragable, offset by an increase in inventory held.
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Cash provided by operating activities for the yeaded December 31, 2005 was $88.9 million comptar&d 8.1
million for the year ended December 31, 2004. fisaal 2005, cash provided by operating activities derived
from royalties received from BSC of $183.6 milliand other revenues of $16.2 million, partially effby
operating expenses of $109.4 million. There wése aet changes in non-cash working capital iteh$ldb

million, primarily due to payment of accounts palgaind accrued liabilities and an increase in red#es, partially
offset by an increase in income taxes payable.tiyear ended December 31, 2004, cash providegpdénating
activities was derived from royalties received frB@C of $98.4 million and other revenues of $31illion, offset
by operating expenses of $70.7 million. There vedse net changes in non-cash working capital itdrats
provided cash of $19.4 million primarily due toianrease in accounts payable and accrued liakilitre collection
of accounts receivable.

Cash Flows from Investing Activities

Net cash used in investing activities for the yexaded December 31, 2006 was $576.3 million compareét cash
used in investing activities of $148.3 million i6@5 and net cash used in investing activities &1$2 million in
2004. For the year ended December 31, 2006 netuszsl was primarily for the AMI and Quill acquisits, net of
redemptions on short-term and long-term investmeN&st cash used in investing activities for thargeended
December 31, 2005 and 2004 was primarily due tohasges of short-term and long-term investments.

We invest our excess cash balances in short-tenietadole securities, principally investment gradenmercial
debt and government agency notes. The primary tigscof our marketable securities portfolio acldity and
safety of principal. Investments are made withdbgective of achieving the highest rate of retwhile preserving
our two primary objectives. Our investment policyits investments to certain types of instrumesssiéd by
institutions with investment grade credit ratingsl glaces restrictions on maturities and conceotrdty type and
issuer. Cash equivalents have maturity dates t@ivib9, 2007. At December 31, 2006, we retained3billion
(CDN $20.1 million) denominated in Canadian dollersrder to meet our anticipated Canadian opeayatind
capital expenditures in future periods.

Cash Flows from Financing Activities

Cash provided by financing activities for year esh@=cember 31, 2006 of $556.9 million was mainlg thunet
proceeds received from the senior floating ratesand the senior subordinated notes and procemdsekercise
of stock options of $6.5 million. Cash flows fromdncing activities for years ended December 30528hd 2004
are primarily from proceeds from the exercise o€tktoptions.

Senior Floating Rate Notes

On December 11, 2006, the Company issued senmtirfiprate notes due 2013 in the aggregate prihaipaunt of
$325 million. The senior floating rate notes bieéerest at an annual rate of LIBOR (London Inteib®ffered
Rate) plus 3.75%, which is reset quarterly. Irgei®payable quarterly in arrears on March 1, Jyrigeptember 1,
and December 1 of each year through to maturitye Senior floating rate notes are unsecured sebiaations,
are guaranteed by certain of the Company’s subr@diand rank equally in right of payment to altleé Company’s
existing and future senior indebtedness.

Prior to June 1, 2008, we may redeem up to 35%ehtgregate principal amount of the notes usihgash
proceeds of one or more public equity offeringsl an or after June 1, 2008, we may redeem allgartof the
notes at specified redemption prices.

Senior Subordinated Notes

On March 23, 2006, we issued $250.0 million aggreegaincipal amount of 7.75% senior subordinatesidue
2014. Interest is payable semi-annually in arrearé\pril 1 and October 1 of each year through toumity
beginning October 1, 2006. The senior subordinatgds and related note guarantees provided bydiseatain of
our subsidiaries are subordinated to our seniatifig rate notes described above. Prior to Aprdd09, we may
redeem up to 35% of the aggregate principal amoiitite notes using net proceeds from certain eguity
convertible debt offerings, and on or after AptikD09, we may redeem all or a part of the notepatified
redemption prices.
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Debt Covenants

The terms of the indentures governing our senaatiihg rate notes and our senior subordinated motesie
various covenants that impose restrictions on freation of our business and the business of dagidiaries,
including the incurrence of certain liens and othelebtedness. As of December 31, 2006, we ameaberial
compliance with all covenants and are not in breda@my provision of the indentures governing theisr
subordinated notes and senior floating rate néigsvtould cause an event of default to occur.

Contractual Obligations

Our significant contractual obligations for the heixe years and thereafter include:

(in thousands of U.S.$) Payments due by period
Total Lesysetgran 1 2to3years 4to5years After5years

Long-term debt repayments 575,000 - - - 575,000
Long-term debt interest

obligations 348,215 49,394 98,870 98,787 101,164
Operating leases 22,715 2,970 4,383 3,433 11,929
License, research and technology

development agreements 30,740 10,680 20,060 - -
Total obligations 976,670 63,044 123,313 102,220 8,633

Long-term debt includes $325.0 million of seniarafling rate notes and $250.0 million of senior sdlmated notes.
Repayments are based on contractual commitmewnisfiagd in the indentures governing the notes. Limngn debt
interest obligations on variable (floating) ratdtiare estimated using the current interest rateféct at December
31, 2006. Long-term debt repayments and interdgiaifons assume no early repayment of principal.

We have entered into operating leases in the arglz@urse of business for office and laboratorycepaith various
expiries through July 2019. Included in the abseleedule are our commitments to research and dewelat
funding payments of $2.8 million relating to anegment with Poly-Med, Inc., and minimum technology
development commitments of $19.5 million relatinghie acquisition of Quill.

The table above does not include any cost sharimgllestone payments in connection with research an
development collaborations with third parties asthpayments are contingent on the achievemepeofifie
developmental, regulatory or commercial activia@sl milestones. In addition, we may have to makalty
payments based on a percentage of future salés pidducts in the event regulatory approval forketing is
obtained. We have the option to extend our resezottaboration with CombinatoRx from 30 monthstmonths
for additional consideration of $7.0 million. Waue a contingent obligation of $10.0 million torfeer Afmedica
equity holders should we reach certain developraedtregulatory milestones with respect to any Aficeegroduct.
We may be required to make additional contingegirmants of up to $160.0 million to the former shaidbrs of
Quill upon the achievement of certain revenue angtbpment milestones. These payments to the foQuékr
shareholders are primarily contingent upon theeaghhent of significant incremental revenue growtera five
year period, subject to certain conditions. We @lap have to make royalty payments based on amtege of
future sales of certain products associated wittatecollaborators and licensors in the event laguy approval
for marketing is obtained.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangemasitdefined by applicable securities regulatorsanada and the
U.S., at December 31, 2006 that have, or are rea$plikely to have, a current or future materitiéet on our
results of operations or financial condition.

Recent Accounting Pronouncements

In June 2006, the Financial Accounting Standardsr8¢'FASB”) issued FASB Interpretation No. 48 (NFNo.

48"), Accounting for Uncertainty in Income Taxesr interpretation of FASB Statement No. 109, witlghifies
the accounting for uncertainty in income taxes ge@xed in an enterprise’s financial statementsctoedance with
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FASB Statement No. 109, Accounting for Income TaXd® interpretation prescribes a recognition thoésand
measurement attribute for the financial statemetbgnition and measurement of a tax position takesxpected to
be taken in a tax return. FIN No. 48 requires uetmgnize the tax benefit only if that positioririzore likely than
not” of being sustained on an audit basis solelyhertechnical merit of the position. FIN No. 48al

requires expanded qualitative and quantitativelosres regarding those tax benefits. Any diffeesncetween the
amounts recognized in the financial statements poithe adoption of FIN No. 48 and the amount®orega after
adoption are to be accounted for as an adjustroghttbeginning balance of retained earnings. FiN48 is
effective for us beginning January 1, 2007. Wecargently assessing the potential impact that ttepption of FIN
No. 48 will have on our financial statements. We iarthe process of reviewing all of our uncertaix positions but
are not yet in a position to quantify any changbilvmay occur upon adoption of this pronouncement.

In September 2006, the FASB issued SFAS No. 157\Fdie Measurements. SFAS 157 provides guidange fo
among other things, the definition of fair valuelahe methods used to measure fair value. The giomg of SFAS
157 are effective for fiscal years beginning aRlewember 15, 2007. We are assessing the potemipezdt that the
adoption of SFAS 157 will have on our financialtstaents.

Disclosure Controls and Procedures

Management, including our Chief Executive Officadaur Chief Financial Officer, evaluated the efifesness and
operation of our disclosure controls and proceduBssed on that evaluation, the Chief Executiviec®f and the
Chief Financial Officer concluded that the desigd aperation of these disclosure controls and phoess were
effective.

Risks Related to our Business

You should consider carefully the following infottina about these risks, together with all of theastinformation
contained within this document. Additional riskslamcertainties not currently known to us or that eurrently
deem immaterial may impair our business operatitirsny of the following risks actually occur, domsiness,
results of operations and financial condition coblel harmed.

Boston Scientific Corporation (“BSC”) may be enjoired from selling, or otherwise become subject to
limitations applicable to its ability to sell, TAXUS in the U.S.

Our royalty revenue relating to paclitaxel-elutc@yonary stents depends on BSC's ability to comtitausell its
TAXUS Express2™ stent and launch and sell the T&Xliberté stent in the U.S. BSC is involved in sal&gal
proceedings concerning challenges to its stennkasi As an example, on June 21, 2005, a Delawarééld that
BSC'’s TAXUS Express2™ paclitaxel-eluting stent @sd.iberté and Express bare metal stents infrithgePalmaz
Schatz patent (U.S. 4,739,762) and the Gray péteBt 5,895,406) which are both owned by Cordisp@oation
(“Cordis”), a subsidiary of Johnson & Johnson If{@dNJ"”). These jury verdicts were upheld by thetbé$ Court of
Delaware on May 11, 2006. On July 1, 2005, the hel that Cordis/JNJ’s Bx VELOCITY, Bx SONIC,
CYPHER® and PALMAZ GENESIS stents infringe BSC'siggatent (U.S. 5,922,021) and that Cordis/INJ’s
CYPHER stent infringed BSC'’s Ding patent (U.S. ®,536). On May 11, 2006, the District Court of Dredaie
decided that INJ's CYPHER stent infringes one oEB$atents. Cordis is not seeking injunctive fedigainst the
TAXUS Express2 stent. Although the Palmaz Schatzmaxpired at the end of 2005, the Gray pateas thot
expire until 2016. Cordis has indicated that it w8sert the claims of the Gray patent againsT#e€US Liberté
stent if and when it is launched. If Cordis wereséek an injunction and if it were successful, B&Tild not be able
to sell the TAXUS Liberté stent in the U.S. untietGray patent expires, unless the injunction Wtesl or BSC
were able to complete clinical trials for a versadrthe product using another stent design thas doé infringe the
claims of the Gray patent. As a result, if Cordeyevto obtain an injunction, our revenue as a reddales of the
TAXUS Liberté stent would likely be significanthgduced. As another example, BSC was recently iebin
breach of contract litigation with Medinol, Ltd.rfeales of TAXUS Express2™ paclitaxel-eluting &gbress bare
metal stents. A settlement in this matter was anced on September 21, 2005. On November 8, 2006,fB<3 a
civil action in Delaware asserting infringementB8C’s Jang patent by Conor Medsystems, Inc. (“Condhe
Delaware Court has set a trial date in October 200 expect that our licensees, including BSC &hdrs, may be
involved in other material legal proceedings infinieire relating to paclitaxel-eluting stents.

We depend on BSC for a significant amount of our fiure revenues and development of TAXUS.

Although the acquisition of AMI has diversified ovenue, we anticipate that a significant amotiaiuo revenue
for the next few years will be derived from and elegent upon royalty revenues from BSC. We do ne¢ lcantrol
over the sales and marketing efforts, stent prigimgduction volumes, distribution or regulatorwieonment
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related to BSC's paclitaxel-eluting coronary stertgram. Our involvement is limited to the termsoaf 1997
license agreement, (as amended) with BSC and Gbek1997 License Agreement”), which provides foe t
receipt of royalty revenue based on the net sdl@®\¥US and specifies the applicable royalty ratsrtain recent
medical studies indicate that the use of drug-edusitents in patients may increase the rate obtate thrombosis
(the formation of blood clots in the stent), whitly cause heart attacks or death, in comparisthetoate of late
stent thrombosis when bare-metal stents are usddB&C has announced in a press release thatra rece
independent study of stent patients showed a drotltatistically significant increase in the inmmte of stent
thrombosis after one year for the TAXUS stent angared to a bare-metal control stent. The FDA hedétings on
December 7th and"8f 2006 with a panel of experts to examine théseias and to make a recommendation to the
FDA about whether additional studies or labelingraies are needed for drugeluting stents. On Jadu2807, the
panel released a statement recommending that langeilonger premarket clinical trials and longélofe-up for
post-approval studieare needed. The panel also recommended thatmmt#l data on off-label use of drug-eluting
stents is available, drug-eluting stent labels khodicate that when drug-eluting stents are uféthbel patient
outcomes may not be the same as the results olsarginical trials used to support marketing apa.

In a January 25, 2006 corporate warning letter ‘(@A Letter”), the FDA advised BSC that it had ramequately
corrected significant regulatory deficiencies poesly cited by the FDA in three site-specific waietters issued
to BSC. As stated in the FDA Letter, the FDA may giant BSC's request for foreign exportation diedies or
approve applications for devices reasonably relaidbe deficiencies cited by the FDA until thesfidencies are
resolved. BSC has disclosed that it expects teadyr for a re-inspection by the FDA by the encheffirst quarter
of 2007. If BSC is impaired in its ability to matkand distribute TAXUS, whether due to a failurectanply with
applicable regulatory requirements, discovery déect in the device, increased incidence of advevents or
identification of other safety issues, or previgushknown problems with the manufacturing operatitor TAXUS
(any of which could, under certain circumstancesulit in a manufacturing injunction), our revenaesld be
significantly reduced. BSC's failure to resolvegbeassues in a timely manner and to the satisfactithe FDA and
other regulatory authorities, or the occurrencsiwiilar problems in the future, could delay thei@pated launch of
TAXUS Liberté in the U.S. in 2007 and could havagnificant impact on our royalty revenue from sabé
TAXUS. Additionally, BSC may terminate the 1997 éitse Agreement under certain circumstances, inajdi
BSC is unable to acquire a supply of paclitaxel abmmercially reasonable price, if BSC reasondbtgrmines
that the paclitaxel-eluting coronary stent is negler commercially viable, or if our license agreamaith the
National Institutes of Health (“NIH"), certain ofhich rights are sublicensed to BSC, terminatesirguhe year
ended December 31, 2006, revenue from BSC repezsapproximately 51% of our total revenue from guaribg
operations and 46% of our total revenue from caitign operations on a pro forma basis.

The amounts payable by BSC to us vary from 1% tao®%et sales depending on various factors, inolgigdiolume
of sales from time to time. From these amountsmust pay certain royalties to our licensors, inolgdhe NIH and
the University of British Columbia (“UBC”), undeicense agreements. The average gross royaltyaatectin the
year ended December 31, 2006 on BSC's sales fquetied October 1, 2005 to September 30, 2006 v@#é Tor
sales in the U.S. (as compared to 8.3% in the ¢:eded December 31, 2005) and 6.0% for sales im othatries
(as compared to 6.5% in the year ended Decemb&0B5). There is no guarantee that royalty paymemder the
license agreement with BSC will continue, and dedian BSC's paclitaxel-eluting coronary stent protiucould
decline as a result of competition, technologiterge, reimbursement or other factors.

We may not be successful in integrating the operains of AMI into our operations, or we may be delaye in
doing so, which may lead to higher operating costs.

Successful integration of AMI into our business&®ggs upon our management’s continued ability toagarthe
combined operations effectively and to benefit fioareased manufacturing and sales and marketipapdéies,
product synergies and revenue diversification. déguisition of AMI substantially increased the scahd scope of
our operations. In connection with the integratdd®MI, we must manage the creation of new divisioor the
consolidation or elimination of divisions, in oudiness and expand the functions currently perfdrioyeus. In
particular, AMI has significant manufacturing op@was and capacity, marketing and dedicated sabss and
highly fragmented operations, including manufactgriacilities located in four different countriesda
approximately 1,400 employees. The integration @sednvolves complex operational and personnelegla
challenges. This process is time-consuming andresipe. It may require a longer than expected tiramé to
achieve integration and integration may not reisullhe benefits, in the times or amounts, we culyaxpect.

Other risks that may result from the acquisitioAdI include:

« difficulties associated with integrating into dursiness and operations the operations and perisohAMI;
« potential disruption of both companies’ business;
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« inability to introduce new products into the metfdace or maintain or increase current salesdesfeéxisting
products;

« inability to maintain a competitive product ofifey;

« diversion of management’s attention and othevuess;

« successful integration may be more complex agdire a longer time frame to achieve;

« inability of the companies to maintain uniformarstlards, controls, procedures and policies;

« difficulties associated with attracting and retag key personnel;

* loss of customers;

e unanticipated costs of terminating or relocafigjlities and operations; and

e unanticipated issues in integrating informatioommunications and other systems.

We have only recently achieved profitability and ma not be able to maintain profitability.

We began operations in 1992 and have incurredssfilos operations in each of the years of our erist except
for fiscal 2004 and 2006. As of December 31, 2@Q6,accumulated deficit was $41.0 million. Our &pito
maintain profitability will depend on, among othhings, the successful integration of acquired af@ns, and the
successful commercialization of new technologies.

While we believe that our available cash, workiagital and cash generated from operations shousdiffieient to
meet our operating and capital needs for the gkam-and long-term periods, our funding needs naay v
depending upon a number of factors including: peegrof our research and development programs; assteiated
with completing clinical studies and the regulatprgcess; collaborative and license arrangemeittisthird parties;
opportunities to in-license complementary technigegcost of filing, prosecuting and enforcing patent claims
and other intellectual property rights; expensaseaated with litigation; costs associated witlegrating AMI; and
potential acquisitions and technological and madestelopments. Consequently, we may need to rdidiéi@nal
funds to satisfy the funding of our current reshand development programs, to repay or refinance o
indebtedness, to commence or to continue the piealistudies and clinical studies necessary tainlyharketing
approval contractual obligations, to meet otheratieg and capital requirements, to complete thegiration of
AMI, or for potential acquisitions and in-licensinfitechnologies. Additional financing may not haitable, and
even if available, may not be on acceptable teviiessmay seek to raise additional capital througlbféering of
equity or debt.

If our products are alleged to be harmful, we may ot be able to sell them, we may be subject to prodt
liability claims not covered by insurance and our eputation could be damaged.

The nature of our business exposes us to potdiatidity risks inherent in the testing, manufadhgr and marketing
of pharmaceutical products and medical devicesagJsur drug candidates or devices in clinical $rimay expose
us to product liability claims. These risks willgand with respect to drugs or devices, if any, teaeive regulatory
approval for commercial sale. In addition, soméhefproducts we manufacture and sell are designbd t
implanted in the human body for varying periodsimie. Even if a drug or device were approved fanoercial use
by an appropriate governmental agency, there camlassurance that users will not claim that effetter than
those intended may have resulted from our prod@@mponent failures, manufacturing flaws, qualitgtem
failures, design defects, inadequate disclosupraduct-related risks or product-related informatiw other safety
issues with respect to these or other products amufacture or sell could result in an unsafe comdior injury to,
or death of, a patient.

In the event that anyone alleges that any of oodycts are harmful, we may experience reduced comisdemand
for our products or our products may be recalledhfthe market. In addition, we may be forced teeddfindividual
or class action lawsuits and, if unsuccessful ap g substantial amount in damages. A recall ofesofiour
products could result in exposure to additionaljpiat liability claims, lost sales and significampense to perform
the recall. The outcome of litigation, particulachass action lawsuits, is difficult to assess warify. Plaintiffs in
these types of lawsuits often seek recovery of igge or indeterminate amounts, including not adual
damages, but also punitive damages. The magnitutthe potential loss relating to these types ofsiaite may
remain unknown for substantial periods of timeadidition, the cost to defend against any futurgditon may be
significant.

We do not have insurance covering our costs ars$oas a result of any recall of products or devilveorporating
our technologies whether such recall is instituigd device manufacturer or us as required by alatayy agency.
Insurance to cover costs and losses associategruitiuct recalls is expensive. If we seek insueastvering
product recalls in the future it may not be avdéadn acceptable terms. Even if obtained, insweganay not fully
protect us against potential liability or cover ¢tasses. Some manufacturers that suffered suah<iaithe past
have been forced to cease operations or even tarddmankruptcy.
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We do have insurance covering product liabilityowéver, our insurance may not fully protect us flootential
product liability claims. If a product liabilitl@im or a series of claims is brought against usxicess of our
insurance coverage, our business could suffer. eSnanufacturers that suffered such claims in tis¢ Ipgve been
forced to cease operations or even to declare bptir.

Our success depends on the successful commercidiiaa of our technology, including the technology oAMI.
The successful commercialization of our technolisgyrucial for our success. Successful product ldgveent in
the pharmaceutical industry is highly uncertain aed few research and development projects produce
commercial product. Medical devices, pharmaceutpglications and surgical implants utilizing oechnology are
in various stages of clinical and commercial depeient and face a variety of risks and uncertainties

Principally, these risks include the following:

« future clinical trial results may show that soareall of our technology, or the technology of strategic
collaborators that incorporate our technology,assafe or effective; even if our technology iswhdo be safe
and effective, we and our strategic collaboratoay face significant or unforeseen difficulties iamufacturing
our medical devices or the medical devices and&irgmplants that use our technology. These diffies may
become apparent when we or our strategic collabrananufacture the medical devices or surgicalantp on a
small scale for clinical trials and regulatory apyal or may only become apparent when scaling-ap th
manufacturing to commercial scale;

* even if our technology-based products are sutidbsdeveloped, receive all necessary regulatqpravals and
are commercially produced, there is no guarantaiettiere will be market acceptance of them or ttey will not
cause unanticipated side effects in patients. kamele, if drug-eluting stents are found to caasere perceived
to be the cause of, blood clots in patients, tled@ssof our drug-eluting stent products may be esihlg affected.
In addition, there is no guarantee that therelvélinarket acceptance of our products. Our abditgchieve
market acceptance for any of our products will aepen a number of factors, including whether or not
competitors may develop technologies which are soipt or less costly than our technology-basestipcts,
and whether governmental and private third-parfyepmprovide adequate coverage and reimbursemeatifo
products, with the result that our technology-bgsexdiucts, even if they are successfully developed,
manufactured and approved, may not generate signifrevenues.

If we are unsuccessful in dealing with any of theslks, or if we are unable to successfully comriadize our
technology for some other reason, it would likedyigusly harm our ability to generate revenue.

We depend on our strategic collaborators for the deelopment, regulatory approval, testing, manufactuing
and the potential commercialization of our products

Historically, our strategy has been to enter irddaus arrangements with corporate and acadenlabowhtors,
licensors, licensees and others for the reseaesteldpment, clinical testing, regulatory approwagnufacturing,
marketing and commercialization of our product ¢datks. For instance, we collaborate with BSC aodk3do
develop and market paclitaxel-eluting coronary padpheral stents, and with Baxter to manufactuckraarket our
CoSeal® and Adhibit™ products. Strategic collabargtboth existing (particularly BSC) and thosd the may
collaborate with in the future, are or may be eakto the development of our technology and ptiéénevenue
and we have little control over or access to infation regarding our collaborators’ activities witspect to our
products.

Our strategic collaborators may fail to succesgfdévelop or commercialize our technology to wittoéy have

rights for a number of reasons, including:

» failure of a strategic collaborator to continaedelays in, its funding, research, developmedt an
commercialization activities;

» the pursuit or development by a strategic coltatmr of alternative technologies, either on itsxaw with others,
including our competitors, as a means for develppieatments for the diseases targeted by our gnagr

« the preclusion of a strategic collaborator froeveloping or commercializing any product, throuigin,example,
litigation or other legal action; and

» the failure of a strategic collaborator to ma&guired milestone payments, meet contractual roiesbbligations
or exercise options which may result in our terriigaapplicable licensing arrangements.

We have and we expect that we will continue to reinte licensing agreements with third parties iegis access to
technologies that we may use to develop productaitih our strategic collaboration and partnershiaregements.
The technologies governed by these license agrasmey be critical to our ability to maintain ownepetitive
advantage in our existing products and to devealtyré products. For example, through licenses thighNIH and
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UBC, we have been granted access to technologieddlive contributed to the development of the TAXUS
paclitaxel-eluting coronary stent.

Pursuant to terms of existing license agreemeaonendors will have the ability under certain spiedifcircumstances
to terminate the license. Events which may all@enisors to exercise these termination provisiocisidie our
bankruptcy, sub-licensing without the licensor'sigent, a transaction which results in our changmofrol, failure
to use the required level of diligence efforts éwelop, market and sell products based on thedaxtitechnology,
our inability to maintain adequate levels of insun@ with respect to the licensed technologies logrodcts or
omissions that may constitute a breach by us oficemmse agreement. In addition, any failure totcme to have
access to these technologies may materially atfiechenefits that we currently derive from the aodiration and
partnership arrangements and may negatively impactesults and operations.

We may utilize others to manufacture products tisatour technology, and we intend to contract thitfd party
manufacturers to produce commercial quantitiesuofpmtential products but we do not know whethéistctory
arrangements will be reached with such partieselfire not able to reach such an arrangement, the
commercialization of our products could be delayethird parties cannot deliver commercial quaestof our
products in a timely manner, our revenues couldifpeificantly reduced.

We also may elect to perform manufacturing openatioternally. Developing additional commerciallsca
manufacturing facilities would require raising stapdial additional funds and hiring and retainimiglgional
management and technical personnel who have tlessety manufacturing experience. While we expeektend
AMI's manufacturing capabilities to other partsoafr business, we may not be able to achieve tfiesftly or
timely given the numerous challenges associateu tivét integration process. We can give no assurtiateve will
be successful in developing commercial scale matwfag facilities or leveraging AMI’'s manufactugn
capabilities or obtaining necessary approvalstimaly manner or at all.

If our process related to product development doesot result in an approved and commercially successf
product, our business could be adversely affected.

We focus our research and development activitieareas in which we have particular strengths. Titeame of
any development program is highly uncertain, ndtstanding how promising a particular program manse
Success in preclinical and early-stage clinicallsrmay not necessarily translate into succesagelscale clinical
trials. Further, to be successful in clinical tsia@hcreased investment will be necessary, whidhadversely affect
our short-term profitability.

In addition, we will need to obtain and maintaigukatory approval in order to market new products.
Notwithstanding the outcome of clinical trials foew products, regulatory approval may not be agieVhe
results of clinical trials are susceptible to vagyinterpretations that may delay, limit or prevapproval or result in
the need for post-marketing studies. In addititinges in regulatory policy for product approvaiicly the period
of product development and review by regulatora néw application may cause delays or rejectioengfwe
receive regulatory approval, this approval mayudel limitations on the indications for which we caarket the
product. There is no guarantee that we will be &bkatisfy the needed regulatory requirements vandhay suffer
a significant variation from planned revenue assaiit.

Our current and planned clinical trials may not begn on time, or at all, and may not be completed on

schedule, or at all.

The commencement or completion of any of our ciihidals may be delayed or halted for numerousoes,

including, but not limited to, the following:

« the FDA or other regulatory authorities do nopraqve a clinical trial protocol or a clinical trjar place a clinical
trial on hold;

» the data and safety monitoring committee of aicdil trial recommends that a trial be placed old loo suspended;

« patients do not enroll in clinical trials at trete we expect;

* patients are not followed-up at the rate we ekpec

* patients experience adverse side effects or svelsted to our products;

« patients die or suffer adverse medical effectindla clinical trial for a variety of reasons, linding the advanced
stage of their disease and medical problems, whizj or may not be related to our product candigates

« regulatory inspections of our clinical trialsmanufacturing facilities, which may, among othengjs, require us to
undertake corrective action or suspend or termioateclinical trials if investigators find us nat be in
compliance with regulatory requirements;

« the failure of our manufacturing process to piaafinished products which conform to design andgpmance
specifications;
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« changes in governmental regulations or admirtiggactions;

« the interim results of the clinical trial are enlusive or negative;

« pre-clinical or clinical data is interpreted thyrtl parties in different ways; or

« our trial design, although approved, is inadeguatdemonstrate safety and/or efficacy.

Clinical trials may require the enrollment of langembers of patients, and suitable patients majiffieult to
identify and recruit. Patient enrollment in clini¢aals and completion of patient follow-up inmical trials depend
on many factors, including the size of the patgyulation, the nature of the trial protocol, tmexamity of patients
to clinical sites and the eligibility criteria féine study and patient compliance. For examplegpttimay be
discouraged from enrolling in our clinical triafshe trial protocol requires them to undergo egteam post-
treatment procedures to assess the safety andidfeess of our stents, or they may be persuadpdr@ipate in
contemporaneous trials of competitive productsaigein patient enrollment or failure of patientctmtinue to
participate in a study may cause an increase its @v&l delays or result in the failure of the trial

Our clinical trial costs will increase if we havatarial delays in our clinical trials or if we netedperform more or
larger clinical trials than planned. Adverse evehigng a clinical trial could cause us to repetta, terminate a
trial or cancel the entire program.

Pre-clinical development is a long, expensive andoertain process, and we may terminate one or moref our
pre-clinical development programs.

We may determine that certain pre-clinical produgsididates or programs do not have sufficient piateio
warrant the allocation of resources. Accordinglg, may elect to terminate our programs for such yscbd
candidates. If we terminate a pre-clinical progiarwhich we have invested significant resources,maspects will
suffer, as we will have expended resources on grano that will not provide a return on our investinand will
have missed the opportunity to have allocated theseurces to potentially more productive uses.

We may not be able to protect our intellectual proprty or obtain necessary intellectual property righs from
third parties, which could adversely affect our bugess.

Our success depends, in part, on ensuring thahtaliectual property rights are covered by valid @nforceable
patents or effectively maintained as trade seenedsour ability to detect violations of our intefleal property rights
and enforce such rights against others.

The validity of our patent claims depends, in pantwhether prior art references described or nexttiebvious our
inventions as of the filing date of our patent agadlons. We may not have identified all prior atich as U.S. and
foreign patents or published applications or piiglgscientific literature, that could adverseheaffthe validity of
our issued patents or the patentability of our pepgatent applications. For example, patent appbas in the
U.S. are maintained in confidence for up to 18 msuifter their filing. In some cases, however, padpplications
remain confidential in the U.S. Patent and Tradé&n@fice, which we refer to as the U.S. Patent €ffifor the
entire time prior to issuance as a U.S. patenerRatpplications filed in countries outside the .La® not typically
published until at least 18 months from their fiikhg date. Similarly, publication of discoveri@s scientific or
patent literature often lags behind actual discegeiTherefore, we cannot be certain that we werditst to invent,
or the first to file patent applications relateddar technology. In the event that a third pagds hlso filed a U.S.
patent application covering a similar invention, mvay have to participate in an adversarial procggdinown as an
interference, declared by the U.S. Patent Officéeti@rmine priority of invention in the U.S. Itpsssible that we
may be unsuccessful in the interference, resuitiregloss of some portion or all of our U.S. pateositions. The
laws in some foreign jurisdictions do not protextellectual property rights to the same extennake U.S., and
many companies have encountered significant diffesuin protecting and defending such rights irefgn
jurisdictions. If we encounter such difficultieswe are otherwise precluded from effectively protecour
intellectual property rights in foreign jurisdictis, our business prospects could be substantiatipéd.

We have filed and are pursuing patent applicatioridanada, the U.S. and other jurisdictions. Wel mobre than
160 U.S. patents and have over 190 U.S. patenicagiphs that cover various aspects of our techyyglahere
many of these patents and applications have foignterparts. We may not be able to obtain pgtertection for
key elements of our technology, as the patentipasitof pharmaceutical, biotechnology and medieaick
companies are uncertain and involve complex legalfactual questions for which important legal essare largely
unresolved. For example, no consistent policy nasrged regarding the scope of health-related pateims that
are granted by the U.S. Patent Office or enforgethe U.S. federal courts. Rights under any ofissued patents
may not provide us with commercially meaningfulteaion for our products or afford us a commera@antage
against our competitors or their competitive pradwr processes. In addition, even if a paterdssad, the

27



coverage claimed in a patent application may beifsggntly reduced in the patent as granted. Tlearebe no
assurance that:

* patent applications will result in the issuanépatents;

« additional proprietary products developed willgeentable;

* licenses we have obtained from third parties Wetise in connection with our technology will betterminated;
« patents issued will provide adequate protectioany competitive advantages;

« patents will not be successfully challenged by third parties; or

« the patents of others will not impede our or caitaborators’ ability to commercialize our techogy.

For example, the drug paclitaxel is itself not aeekeby composition of matter patents. Therefordoaigh we are
developing an intellectual property portfolio arduthe use of paclitaxel for intended commercialli@pfions,
others may be able to engage in off-label use ditpael for the same indications, causing us &elpotential
revenue. Furthermore, others may independentlyldegwmilar products or technologies or, if patests issued to
us, design around any patented technology developed, which could affect our potential to genensvenues
and harm our results of operations.

Patent protection for our technology may not belalike based on prior art. The publication of digsdes in
scientific or patent literature often lags behiwrtual discoveries. As a consequence, there mantertainty as to
whether we or a third party were the first creatinventions covered by issued patents or penpatgnt
applications or that we or a third party were fingt to file patent applications for such invengsoiMoreover, we
might have to participate in interference procegslideclared by the U.S. Patent Office, or othecgedings outside
the U.S., including oppositions, to determine ptyoof invention or patentability, which could rdsin substantial
cost to us even if the outcome were favorable. Aflaworable outcome in an interference or oppositicteeding
could preclude us, our collaborators and our lieeesrom making, using or selling products usirggtdthnology or
require us to obtain license rights from prevailihgd parties. We do not know whether any prewgilparty would
offer us a license on commercially acceptable teihad all. We may also be forced to pay damageawyalties for
our past use of such intellectual property righssyvell as royalties for any continued usage.

As part of our patent strategy, we have filed aeparof patent applications internationally. Oppiosis have been
filed against various granted patents that we eitk or license and which are related to certhioun
technologies. On January 25, 2005, the EuropeanP@ffice Opposition Division announced a favoeahlling
and maintained the validity of our European PamtEP0706376 with various claims, including claimstents
coated with a composition of paclitaxel and a payimcarrier. None of the original parties to theqeedings filed
an Appeal of this decision. Two non-parties to@mposition (Conor Medsystems and Sahajanand Medical
Technologies Pvt. Ltd. (“SMT")) subsequently suliedtvarious documents to the European Patent Qffice
including Notices of Intervention and of Appeal. ®arch 14, 2007, the European Patent Office ischaleel to
hold an Oral Hearing to determine whether thesaechistof Intervention and of Appeal were validhetil With
respect to European Patent No. EP0711158 (whicliofeah licenses from the NIH) the European Patdfit®©has
scheduled an Oral Hearing for October 25, 2007.dgmositions against European Patent Nos. EP0809515
EP0975340 and EP1155690 are at an early stagebrigtis being exchanged. On September 29, 200@ataber
4, 2006, oppositions were filed by three partiesiregt European Patent No. EP1118325 (which Angiotieenses
from NIH), and the parties are waiting for the Epgan Patent Office to take further action. Begigrin December
21, 2006, six parties filed oppositions to the gi@rEP1407786, where Angiotech licenses this gdtem Scimed
Life Systems, Inc. On July 7, 2006, an Oppositi@s \filed against our New Zealand Patent No. 5237088 ,we
have indicated our intent to defend an amended &drthis patent. The grant of European Patent NRNO&30100,
which relates to our ePTFE vascular graft prodwesés opposed with an Oral Hearing conducted oneBapr 28,
2006. At the end of the Hearing, the European R&f#ite determined that an amended form of thempavas
valid. The opponent appealed this decision. On Mar2006, the Board of Appeals of the JapanesnP@ifice
issued a final order of revocation regarding cartd@ims of our Japanese Patent No. 3423317, ditdota stent
coated with paclitaxel. Angiotech has appealeddkission to Japan’s Intellectual Property High €oand a
hearing was held on December 11, 2006. As a restlat hearing, Angiotech and the Japanese Patioce were
each asked to file an additional brief with the rtpand the next hearing date was scheduled foil Apy 2007. The
ultimate outcomes of these oppositions, includiaggible appeals, are uncertain at this time.

Our future success and competitive position defpeipart on our ability to obtain and maintain cartaroprietary
intellectual property rights used in our approvedducts and principal product candidates. Any suattess
depends in part on effectively prosecuting claigmimst others who we believe are infringing ouhtsgand by
effectively defending claims of intellectual propeinfringement brought by our competitors and osh&he stent-
related markets have experienced rapid technolbgi@nge and obsolescence in the recent past,uand o
competitors have strong incentives to stop or dasafrom introducing new products and technologses “We
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may incur substantial costs as a result of litatr other proceedings relating to patent andratttellectual
property rights.”

We do not know whether the patents that we haweived or licensed or may be able to obtain or keein the
future, would be held valid or enforceable by artou whether a competitor’s technology or produotild be
found to infringe such patents. Further, we havassurance that third parties will not properlyroproperly
modify or terminate any license they have grantedst

We have obtained licenses from third parties wetspect to their intellectual property that we usednnection with
our technology. However, we may need to obtaintaatdil licenses for the development of our cur@rfuture
products. Licenses may not be available on satmfiaterms or at all. If available, these licensesy obligate us to
exercise diligence in bringing our technology tarkes and may obligate us to make minimum guaraotee
milestone payments. These diligence and milestagepnts may be costly and could seriously harnbasimess.
We may also be obligated to make royalty paymentdhe sales, if any, of products resulting fronefised
technology and may be responsible for the cosfiirmf and prosecuting patent applications. Thessts could
affect our results of operations and decrease aniregs.

Certain of our key technology includes trade secaetd know-how that may not be protected by pat@iisre can
be no assurance that we will be able to protectradie secrets. To help protect our rights, we tiale to require
employees, consultants, advisors and collaborédogster into confidentiality agreements. We carassure you
that all employees, consultants, advisors and leotktors have signed such agreements, or that diggsements
will adequately protect our trade secrets, know-loowther proprietary information in the event afainauthorized
use or disclosure. Furthermore, any confidenti@dgyeements in existence may be breached and waahénave
adequate remedies for any such breach. Any disdasficonfidential data into the public domain @ithird parties
could allow our competitors to learn our trade secand use the information in competition agaisst

Compulsory licensing and/or generic competition mayffect our business in certain countries.

In a number of countries governmental authorities @her groups have suggested that companies which
manufacture medical products (i.e., pharmaceutmadsmedical devices) should make products availabh low
cost. In some cases, governmental authorities heldethat where a pharmaceutical or medical dexéecapany
does not do so, their patents might not be enfbilega prevent generic competition. Alternativedgme
governmental authorities could require that we gcampulsory licenses to allow competitors to mactiire and
sell their own versions of our products, therelueng our sales or the sales of our licenseafsjll lof these
situations, the results of our operations in ttesetries could be adversely affected.

We may incur substantial costs as a result of litigtion or other proceedings relating to patent and ther
intellectual property rights.

In connection with maintaining the value of ourigas intellectual property and exclusivity rightge regularly
evaluate the activities of others worldwide. Ourcss will depend, in part, on our ability to obtpatents, or
licenses to patents, maintain trade secret proteeind enforce our rights against others. Shouldébme necessary
to protect those rights, we intend to pursue at-afficient strategies, including when appropriaggotiation or
litigation in any relevant jurisdiction.

For example, on February 1, 2005, we announcedtthgegther with BSC, we commenced a legal acticheén
Netherlands against Conor for patent infringeménihe Netherlands-equivalent of EP0706376. The B@ourt
has scheduled a Hearing for this lawsuit on Jurg987. On February 18, 2005, a claim was filed byp@ in a
court in the United Kingdom alleging that the Udquivalent of EP0706376 is invalid and seekingaeehthat
patent revoked. Trial on this issue was held indh&ed Kingdom in October 2005 and in December32@n
February 24, 2006, the court held that this U.Kepawas invalid. We appealed this decision byHigh Court of
Justice; however, our appeal was dismissed by the U.KrGaftAppeal in a Judgment dated January 16, 2867.
appeal to the House of Lords was lodged on Febrl@r2007. On March 31, 2005, a claim was fileddoyor in a
court in Australia, alleging invalidity of three ofir Australian patents. A bifurcated trial in tiAgstralian patent
revocation action is scheduled for March 12-16,7280d September 17 through October 26, 2007. O Apr
2005, we along with BSC commenced legal actioménNetherlands against SMT for patent infringenaérhe
Netherlands-equivalent of EP0706376. A hearing lredd on March 10, 2006, and the court issued astecodn
May 3, 2006, finding the patent valid and the agtief SMT to be an infringement of the patent. Skelipealed this
decision, but a date for the appeal hearing hagetdieen set. In November 2005, Conor commendegah action
in the Netherlands against us, asserting that #teeé¥lands patent which corresponds to our EPO®paient is
invalid and should be revoked. A hearing on bothghtent validity issue and the issue of whetheto€e CoStar™
stent infringes at least one claim of the Netheltaequivalent to EP0706376 occurred on OctobeRQ06, in the
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Hague. The Court issued their decision on JanuarQ07 finding that the patent contains a valanlwhich was
infringed by the state of Conor’s CoStar stent. @amas enjoined from selling CoStar in the Nethatta The Court
requested that various submissions be made by 292007 in regard to potential claim amendmdnt®ecember
2005, BSC and we initiated a Preliminary Proceeslegion against Occam International BV and itepar
company Biosensors BV requesting a preliminaryriofion for infringement of the Netherlands-equivelef
EP0706376. A hearing was held on January 13, 2i6the court issued a judgment on January 27,, 206ing
the relief requested by us. BSC and Angiotech filedppeal to this judgment on February 24, 2006. dutcomes
of these legal proceedings are uncertain at timis.tdNJ recently acquired Conor and we are unoentaat effect, if
any, the acquisition will have on our legal prodegd against Conor.

On September 9, 2005, DePuy Mitek, Inc., filed ag@inst Arthrex Inc. and Pearsalls Limited (“Pals%), one of
AMI’'s subsidiaries, for infringement of DePuy Mitskpatent which relates to certain sutures (U.$emfaNo.
5,314,446). On September 26, 2006, both MarkmarSamaimary Judgment Hearings were held, and the @asrt
taken the matter under advisement with no datéuftiher action being set. Arthrex has indemnifiehBalls against
any potential damages regarding sale of FiberWhoeycts, and will pay for the cost of this defensiso, on July

2, 2004, Dr. Gregory W. Baran filed a complaintaliful patent infringement against one of AMI'sissidiaries,
Medical Device Technologies, Inc. A Markman heatimgonstrue the claims of the asserted patents. (Ratent
No. 5,025,797 and U.S. Patent No. 5,400,798) whkihddecember 2005, and a decision is awaited.

We intend to pursue and to defend vigorously amyahactions of third parties related to our extea patent
portfolio and pioneering technology. Any failuredbtain and protect intellectual property could edely affect
our business and our ability to operate could bédried by the proprietary rights of others.

Our involvement in intellectual property litigati@mould result in significant expense, adverselgetfhg the

development of product candidates or sales of lalenged product or intellectual property and ding the

efforts of our technical and management personviether or not such litigation is resolved in cavdr. Some of

our competitors may be able to sustain the costemiplex patent litigation more effectively than van because

they have substantially greater resources andentabl property litigation may be used againsasis means of

gaining a competitive advantage. Competing paftegguently file multiple suits to leverage patenttfolios across

product lines, technologies and geographies ahalemce risk and exposure between the parties.rtaitiges

resulting from the initiation and continuation afyditigation could affect our ability to continuir operations. In

the event of an adverse outcome as a defendanyisuzh litigation, we may, among other thingsrdxguired to:

* pay substantial damages or back royalties;

» cease the development, manufacture, use or pleduct candidates or products that infringe ufian
intellectual property of others;

* expend significant resources to design arounatenp or to develop or acquire non-infringing itgetual property;

« discontinue processes incorporating infringinghtelogy; or

« obtain licenses to the infringed intellectual pecty.

We cannot assure you that we will be successfdeireloping or acquiring non-infringing intellectyabperty or
that necessary licenses will be available uponomegsle terms, if at all. Any such development, @itjan or
license could require the expenditure of substhtitie and other resources and could have a mhssheerse effect
on our business and financial results. If we canievelop or acquire such intellectual property lstao such
licenses, we could encounter delays in any introdo®f products or could find that the developmemanufacture
or sale of products requiring such licenses coelgitohibited.

If third parties file patent applications, or assued patents claiming technology also claimedshy pending
applications, we may be required to participatmiarference proceedings with the U.S. Patent &ffar other
proceedings outside the U.S., including oppositibtmsletermine priority of invention or patentatyiliwhich could
result in substantial cost to us even if the eva@mutcome were favorable.

Our ability to operate could be hindered by the prerietary rights of others.

A number of pharmaceutical, biotechnology and meddievice companies as well as research and academi
institutions have developed technologies, filedepaipplications or received patents on variouhrielogies that
may be related to our business. Some of thesed&dias, applications or patents may conflict vatradversely
affect our technologies or intellectual properphis, including those that we license from othé/s.are aware of
other parties holding intellectual property rigtitat may represent prior art or other potentiatigfticting
intellectual property, including stents coated véients intended to reduce restenosis. Any caosfiiith the
intellectual property of others could limit the peoof the patents, if any, that we may be ablebtain or result in
the denial of our current or future patent appiara altogether.
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If patents that cover our activities are issuedtteer persons or companies, we could be chargédinfiingement.
In the event that other parties’ patents covergonyion of our activities, we may be forced to depealternatives or
negotiate a license for such technology. We ddknotv whether we would be successful in either dmpiab
alternative technologies or acquiring licenses ug@sonable terms, if at all. Obtaining any sucérses could
require the expenditure of substantial time an@mtasources and could harm our business and decoea
earnings. If we do not obtain such licenses, wddcencounter delays in the introduction of our pretd or could
find that the development, manufacture or saleroflpcts requiring such licenses is prohibited.

Technological advances and evolving industry standds could reduce our future product sales, which aald
cause our revenues to grow more slowly or decline.

The markets for our products are characterizedapidly changing technology, changing customer neeesving
industry standards and frequent new product intbdos and enhancements. The emergence of newtipdus
standards in related fields may adversely affeztdibmand for our products. This could happen, Xanmle, if new
standards and technologies emerged that were iratdtgowith customer deployments of our applicasioim
addition, any compounds, products or processesvhalevelop may become obsolete or uneconomicatdeie
recover any of the expenses incurred in connegtitintheir development. We cannot assure you theatwll
succeed in developing and marketing product enlmects or new products that respond to technologttahge,
new industry standards, changed customer requirtsnerompetitive products on a timely and costeffe basis.
Additionally, even if we are able to develop newdlucts and product enhancements, we cannot assuithat they
will achieve market acceptance.

We may be subject to damages resulting from clainthat we or our employees have wrongfully used or
disclosed alleged trade secrets of their former enfgyers.

Many of our employees were previously employednatarsities or other biotechnology or pharmaceltica
companies, including our competitors or potentahpetitors. Although no such claims against uscareently
pending, we may be subject to claims that thesdames or we have inadvertently or otherwise ugetiszlosed
trade secrets or other proprietary informatiorhefirt former employers. Litigation may be necessargefend
against these claims. Even if we are successfigfending against these claims, litigation coukltein substantial
costs and be a distraction to management. If énfaiefending such claims, in addition to payingmay claims,
we may lose valuable intellectual property rightpersonnel. A loss of key research personneleair thork
product could hamper or prevent our ability to caeneralize certain product candidates, which coelesely harm
our business.

We may incur significant costs complying with envionmental laws and regulations.

Our research and development processes and manuigabperations involve the use of hazardous rizseWe
are subject to federal, state, provincial, local ather laws and regulations in the countries ifctviive operate or
sell our products, which govern the use, manufactstorage, handling and disposal of such materalscertain
waste products. The risk of accidental contamimadioinjury from these materials cannot be comptetéminated.
In the event of an accident or the discovery ofgxisting contamination at one or more of our ite#, we could
be held liable for any damages that result andsaci liability could exceed our resources. We natybe
specifically insured with respect to this liabilignd we do not know whether we will be requiredhtur significant
costs to comply with environmental laws and regoiet in the future, or whether our operations, hess$ or assets
will be harmed by current or future environmenéal$ or regulations.

We face and will continue to face significant compgiion.

Competition from pharmaceutical companies, mediezice companies, biotechnology companies and auade
and research institutions is intense and is expdoctacrease. Many of our competitors and poténtenpetitors
have substantially greater product developmenthubifies, experience conducting clinical trials ainthncial,
scientific, manufacturing, sales and marketing ueses and experience than our company. Some & thes
competitors include JNJ, Guidant Corporation, Gemzyorporation, Baxter, Abbott Laboratories, BSC,
Medtronic, Inc., Wyeth, Inc., Novartis AG, C.R. Bathe Allegiance division of Cardinal Health, InBausch &
Lomb, and Tyco Ltd., among others. We also facepaiition from non-medical device companies, such as
pharmaceutical companies, which may offer non-satgilternative therapies for disease states wdnielcurrently
or intended to be treated using our products. IGtbmpanies may:

« develop and obtain patent protection for prodeetdier than us;

« design around patented technology developed by us

« obtain regulatory approvals for such productsenapidly;

 have greater manufacturing capabilities and atbsources;

* have larger or more experienced sales forces;
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« develop more effective or less expensive products
* have greater success in obtaining adequate plairgy-payer coverage and reimbursement for thenpeting
products.

While we intend to expand our technological captdsl in order to remain competitive, there issk ithat:

« research and development by others will rendetexhnology or product candidates obsolete orcmmpetitive;
» treatments or cures developed by others willlpegor to any therapy developed by us; and

« any therapy developed by us will not be prefetmedny existing or newly-developed technologies.

The commercial potential of our products and produt candidates will be significantly limited if we are not
able to obtain adequate levels of reimbursement anarket acceptance for them.

Our ability to commercialize human therapeutic pratd and product candidates successfully will ddpermart on
the extent to which coverage and reimbursemerguoh products and related treatments will be aviailtom
government health administration authorities, gevsealth insurers and other third party payesupported by the
market for these products. There can be no assithatthird party payers’ coverage and reimbursemél be
available or sufficient for the products we migkvdlop.

Third party payers are increasingly challengingghiee of medical products and services and insigLcost
containment measures to control or significantfiluence the purchase of medical products and sesvithese cost
containment measures, if instituted in a mannexctifig the coverage of or payment for our produzisjd have a
material adverse effect on our ability to operat#ifably. In some countries in the EU and in th&l) significant
uncertainty exists as to the reimbursement stdtnswly-approved healthcare products, and we ddknotv
whether adequate third-party coverage and reimimesewill be available for us to realize an appiaterreturn on
our investment in product development, which caddously harm our business. In the U.S., whileibeirsement
amounts previously approved appear to have proadegsonable rate of return, there can be noasseithat our
products will continue to be reimbursed at curratés or that third party payers will continue emsider our
products cost-effective and provide coverage amdlngrsement for our products, in whole or in part.

We cannot be certain that our products will gaimo®rcial acceptance among physicians, patientshambparty
payers, even if necessary international and U.8ketiag approvals are maintained. We believe that
recommendations and endorsements by physicianbevalssential for market acceptance of our prodantswe do
not know whether these recommendations or endorgsmé| be obtained. We also believe that surgemitisot
use these products unless they determine, baselthmal data and other factors, that the clinisahefits to patients
and cost savings achieved through use of thesaipt®dutweigh their cost. Acceptance among physsciaay also
depend upon the ability to train surgeons and gibézntial users of our products and the willingnefssuch users
to learn these relatively new techniques.

Future legislation or regulatory changes to, or cosolidation in, the healthcare system may affect ouability

to sell our product profitably.

There have been, and we expect there will contiodee, a number of legislative and regulatory pegt®to change
the healthcare system, and some could involve @satiat could significantly affect our businesgoE$ by
governmental and third party payers to reduce healte costs or the announcement of legislativpgsals or
reforms to implement government controls could eauseduction in sales or in the selling price wfproducts,
which would seriously harm our business. Additibnahitiatives to reduce the cost of healthcareeheesulted in a
consolidation trend in the healthcare industryluding hospitals. This in turn has resulted in ¢gearicing
pressures and the exclusion of certain suppliers frertain market segments as consolidated graugbsas group
purchasing organizations, independent delivery agtsvand large single accounts continue to constaid
purchasing decisions for some of our hospital custs. We expect that market demand, governmentatéguy and
third party reimbursement policies will continuecttange the worldwide healthcare industry, resglitnfurther
business consolidations and alliances among otomess and competitors, which may reduce competiggert
further downward pressure on the prices of our pectaland may adversely impact our business, fiahnondition
or results of operations.

We must receive regulatory approval for each of ouproduct candidates before they can be sold
commercially in Canada, the U.S. or internationally which can take significant time and be very costl

The development, manufacture and sale of medicate® and human therapeutic products in Canada) tBeand
internationally is governed by a variety of stasuaed regulations.

These laws require, among other things:
« approval of manufacturing facilities and pracsice
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» adequate and well-controlled research and tesfipgoducts in pre-clinical and clinical trials;

« review and approval of submissions containing ufecturing, pre-clinical and clinical data in orderobtain
marketing approval based on establishing the safedyefficacy of the product for each use souglatuding
adherence to good manufacturing practices durindymtion and storage; and

« control of marketing activities, including advsithig and labeling.

The product candidates currently under developrgnis or our collaborators will require significaesearch,
development, pre-clinical and clinical testing,-pnarket review and approval, and investment ofiigant funds
prior to their commercialization. We are dependmsmbur collaborators for regulatory approval anchptiance, and
have little or no control over these matters. Thaepss of completing clinical testing and obtairsngh approvals
is likely to take many years and require the exfare of substantial resources, and we do not kwbether any
clinical studies by us or our collaborators will faeccessful, that regulatory approvals will be ez, or that
regulatory approvals will be obtained in a timelsgrmer. Despite the time and resources expended, bggulatory
approval is never guaranteed. Even if regulatopreyal is obtained, regulatory agencies may limit approval to
certain diseases, conditions or categories of p@ti®ho can use them.

If any of our development programs are not sucaligsfompleted in a timely fashion, required redais
approvals are not obtained in a timely fashiomreducts for which approvals are obtained are notroercially
successful, it could seriously harm our business.

The products and manufacturing facilities of AMI that have regulatory approval, as well as any of our
products and manufacturing facilities that may recéve regulatory approval, are or will be subject toongoing
regulation.

We currently manufacture Lifespan® Vascular Grédtissale by Edwards Lifesciences Corporation (“Brig”) in
our Laguna Hills, CA facility, specialty coatings fuse with medical device products at our Herajetty facility
and we rely on our collaborators for the manufactfrsome of our other products. In addition, wiita acquisition
of AMI, we have acquired AMI's significant manufacding facilities both in the U.S. and abroad. Ond aur
collaborators’ manufacturing practices may notséatiegulatory requirements. As we contract witindtiparties for
manufacturing of a significant portion of our prati) our ability to control third party complianagth FDA and
other regulatory requirements will be limited tontractual remedies and rights of inspection. Oilurfa or the
failure of third party manufacturers to comply wittgulatory requirements applicable to our produty result in
legal or regulatory action by those regulatory atitfes. There can be no assurance that our ocalaborators’
manufacturing processes will satisfy GMP or ISQuisgments.

In addition, there may be uncertainty as to whetinerot we or others who are involved in the maciufiang
process will be able to make the transition to cemuial production. A failure to achieve regulatapproval for
manufacturing facilities or a failure to make thansition to commercial production for our produetd harm our
prospects, business, financial condition and regilbperations. We do not have a history of exymee operating
significant manufacturing facilities. See “We mayt be successful in integrating the operations gt Ato our
operations, or we may be delayed in doing so, whialy lead to higher operating costs” for a disaussif risks
associated with integrating AMI's manufacturingifigies.

AMI’'s products and manufacturing operations argextito extensive regulation in the U.S. by the F&#l by
similar regulatory agencies abroad. Ongoing reguiahcludes compliance with an array of manufaotyand
design controls and testing, quality control, sgerand documentation procedures. Regulatory agenay also
require expensive post-approval studies. Any aévevents associated with our products must alsefi@ted to
regulatory authorities. If deficiencies in our arr@ollaborators’ manufacturing and laboratory lities are
discovered, or we or our collaborators fail to conmith applicable post-market regulatory requirerse a
regulatory agency may close the facility or susp@agufacturing. With respect to products manufaciuy third
party contractors, we are, and we expect to coatinlbe, dependent on our collaborators for coimtgregulatory
compliance and we may have little or no controlrdiiese matters.

If we are unable to fully comply with federal and $ate “fraud and abuse laws”, we could face substara
penalties, which may adversely affect our businespancial condition and results of operations.

We are subject to various laws pertaining to hezdite fraud and abuse, including the U.S. fedendit Kickback
Statute, physician self-referral laws, the U.SefatlFalse Claims Act, the U.S. federal Health tasoe Portability
and Accountability Act of 1996, the U.S. federaldeaStatements Statute, and state law equivalenitese federal
laws, which may not be limited to government-reimdad items and may not contain identical exceptividations
of these laws are punishable by criminal and siaiictions, including, in some instances, civil arichinal
penalties, damages, fines, exclusion from partimpan federal and state healthcare programsydiny Medicare
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and Medicaid, and the curtailment or restructunhgperations. Any action against us for violatafrthese laws
could have a significant impact on our businessaddition, we are subject to the U.S. Foreign @QurPractices
Act (“FCPA"). We have a network of approximatel§Qldistributors. If any of these distributors weseviolate the
FCPA, any action against us for violation of thi$ @ould have a significant impact on our business.

We may be unsuccessful in marketing, selling and siributing certain of our products.

We distribute a number of our products worldwideadr distribution personnel or methods are noficeht to
ensure we have supply to meet demand for our ptedudf there is a quality control failure with oproducts, it
could harm our prospects, business, financial ¢mmand results of operations.

Prior to the acquisition of AMI, we had limited eeqeence in marketing and selling our products.risheo to achieve
commercial success for our approved products, wehage to develop an effective marketing and dale=, or
we will have to successfully integrate the sale$ marketing operations of AMI, or enter into funtlerangements
with third parties to market and sell our produtitsve develop our own marketing and sales cap#sliwe will be
competing with other companies that currently hexeerienced and well-funded marketing and salesatipes. To
the extent that we enter into co-promotion or otharketing and sales arrangements with other coimpaany
revenues received will be dependent on the eftdrtghers, and we do not know whether these effuittde
successful. Failure to develop a direct sales amdketing force or enter into appropriate arrangegmeith other
companies to market and sell our products will oedour ability to generate revenues. While we efmebenefit
from AMI's marketing and sales infrastructure, waynmot be able to do so effectively or in the neam given the
difficulties associated with integration.

Consolidation in the healthcare industry could havean adverse effect on our revenues and results of
operations.

Many healthcare industry companies, including madievice companies, are consolidating to create ne
companies with greater market power. As the heafthindustry consolidates, competition to provideds and
services to industry participants will become miotense. These industry participants may try tothe& market
power to negotiate price concessions or reducfiensiedical devices that incorporate componentsipeed by us.
If we are forced to reduce our prices because daalation in the healthcare industry, our revenueuld
decrease and our consolidated earnings, financraliton or cash flows would suffer.

We may incur losses associated with foreign curregdluctuations.
Effective January 1, 2004, we commenced reporturgpperating results and financial position in W8llars in
order to more accurately represent the currentlygeoEconomic environment in which we operate.

Our operations are in some instances conductedriericies other than the U.S. dollar and fluctuetim the value
of foreign currencies relative to the U.S. dollaukd cause us to incur currency exchange lossexldition to the
U.S. dollar, we currently conduct operations in &#ian dollars, Swiss francs, Danish krone, U.K.mbsterling,
and Costa Rican colon. Exchange rate fluctuatiosg maduce our future operating results. In the yealed
December 31, 2006, we reported $515,000 of foreigiange gains due to foreign currency fluctuatioompared
to $1.1 million in the same period in 2005.

We have not entered into any forward currency @mts$ror other financial derivatives to hedge fanegchange
risk, and therefore we are subject to foreign mayeransaction and translation gains and lossespuWyvchase
goods and services in U.S. and Canadian dollarssSrancs, Danish krone, U.K. pound sterling, @odta Rican
colon, and earn a significant portion of our liceasd milestone revenues in U.S. dollars. Foreighange risk is
managed primarily by satisfying foreign denominagegdenditures with cash flows or assets denominatéte
same currency.

Acquisition of companies or technologies may resuin disruptions to our business.

As part of our business strategy, we may acquiditiadal assets and businesses principally relgtngy
complementary to our current operations. Any adtjois or mergers by us will be accompanied byribles
commonly encountered in acquisitions of compariiégse risks include, among other things, highen tha
anticipated acquisition costs and expenses, tfieudiy and expense of integrating the operatioms personnel of
the companies and the loss of key employees andmass as a result of changes in management.

In addition, geographic distances may make intégraif acquired businesses more difficult. We maybe
successful in overcoming these risks or any othelblpms encountered in connection with any acqoisst
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If significant acquisitions are made for cash cdaesition, we may be required to use a substardidiiop of our
available cash, cash equivalents and short-terastments. Future acquisitions by us may cause targdime
expenses or create goodwill or other intangibletasthat could result in significant asset impamt@harges in the
future. Acquisition financing may not be available acceptable terms, if at all.

We may not generate sufficient cash flow from anyfaur future permitted acquisitions to service our
indebtedness.

In any acquisition, we expect to benefit from csmtings through, for example, the reduction of bead or the
acquisition of products and from revenue enhancé&mesulting from the acquisition. However, theaa be no
assurance that we will be able to generate sufficiash flow from any future permitted acquisitid@aservice any
indebtedness incurred to finance such acquisittomealize any other anticipated benefits. Nor tbeeme be any
assurance that our profitability will be improvegldny one or more acquisitions. Any acquisiticayrmvolve
operating risks, such as:

« the difficulty of assimilating and integratingetlacquired operations and personnel into our cuimesiness;

« the potential disruption of our ongoing business;

« the diversion of management’s attention and otbeources;

» the possible inability of management to maintaiiform standards, controls, procedures and palicie

« the risks of entering markets in which we hatttelior no experience;

« the potential impairment of relationships withpayees;

« the possibility that any liabilities we may inaur assume may prove to be more burdensome thaipaitéd; and
« the possibility that the acquired business odpots do not perform as expected.

If we fail to hire and retain key management, scietific and technical personnel, we may be unable to
successfully implement our business plan.

We are highly dependent on our senior managemensaantific and technical personnel. The compmetifor
qualified personnel in the healthcare field is s, and we rely heavily on our ability to attractl retain qualified
managerial, scientific and technical personnel. &hility to manage growth effectively will requicentinued
implementation and improvement of our managemestesys and the ability to recruit and train new eyeés. We
may not be able to successfully attract and rediilied and experienced personnel, which could haumability to
develop our product candidates and generate regehluaddition, the success of the Acquisition 8flAs
dependent on our continued ability to retain kepleyees at various levels of AMI and its subsidianot only
through the integration period but beyond. If we anable to continue to retain key AMI employeepravide them
with performance incentives through equity plamsplyment agreements or otherwise, the businetweof
combined company may be harmed and the integrafionr two companies may be delayed or we may incur
unanticipated expenses.

Our existing and future permitted debt could advergly affect our operations.

As of December 31, 2006, we had outstanding $5T®mbf indebtedness. We are currently seeking mitments

for a new revolving credit facility to replace thevolving portion of the credit facility that wasriinated in

connection with the issuance of the senior floatatg notes. The amount and terms of our indeletesdand other
financial obligations could have important consemeas for our operations. For example, it:

» could increase our vulnerability to general adeszconomic and industry conditions and could louit ability to
obtain additional financing in the future for wangi capital, capital expenditures, acquisitionsegaihcorporate
purposes or other purposes;

* will require us to dedicate a substantial portdmur cash flow from operations to the paymenprificipal and
interest on our indebtedness, thereby reducinfuiinds available to us for operations and any fubwsiness
opportunities, including acquisitions permittedday senior floating rate notes and the senior glihated notes;

« will limit our planning flexibility for, or abilty to react to, changes in our business and thestng and

» could place us at a competitive disadvantage eathpetitors who may have less indebtedness amdl oth
obligations or greater access to financing.

The terms of the indentures governing our outstandbtes permit us to obtain and incur indebtednadsr a new
revolving credit facility, and if we incur such iebtedness the risk outlined above could be exatsztbha

Additionally, the senior floating rate notes be#erest at rates that fluctuate with changes itageprevailing
benchmarks. If interest rates increase, we maynbbla to meet our debt service obligations.
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We and our subsidiaries are permitted to incur subsntially more debt, which could further exacerbatethe
risks associated with our leverage.

The terms of the indentures governing the senaatifhg rate notes and the senior subordinated ecqa®ssly
permit the incurrence of additional amounts of debspecified purposes. For example, if we aresssful in
obtaining commitments for a new revolving crediiligy, all borrowings under that facility will rdnsenior to the
senior floating rate notes and the senior suboteihaotes to the extent of the value of assetgisgcsuch
borrowings. Moreover, the indentures governingsieior floating rate notes and the senior suboteéhaotes do
not impose any limitation on our incurrence of lidiles that are not defined as “Indebtedness” ursileh
indentures (such as trade payables). If new debthar liabilities are added to our and our sulasids’ current
levels of debt, the related risks that we and tihmy face could be exacerbated.

If our cash flows prove inadequate to service ourebt and provide for our other obligations, we may b
required to refinance all or a portion of our exising debt or future debt at terms unfavorable to us.

Our ability to make payments on and refinance alotdincluding the senior floating rate notes, gamior
subordinated notes and other financial obligatiansl to fund our capital expenditures and acqaisstiwill depend
on our ability to generate substantial operatirghdéow. This will depend on our future performanaéich will be
subject to prevailing economic conditions, fact@isted to the integration of AMI into our busineasd to
financial, business and other factors beyond oatrob If our cash flows were to prove inadequateneet our debt
service and other obligations in the future, we imayequired to refinance all or a portion of oxisgng or future
debt, including the senior floating rate notes thelsenior subordinated notes, on or before mgttotsell assets or
to obtain additional financing. We cannot assune @t we will be able to refinance any of our intelness,
including the senior floating rate notes and th@@esubordinated notes, sell any such assetstaimguch
additional financing on commercially reasonablen®or at all.

The indentures governing the senior floating rate notes and the sér subordinated notescontains covenants
that may limit our ability to take advantage of cetain business opportunities advantageous to us thatay
arise.

The indentures governing the senior floating ratees and the senior subordinated notes contaiaicexvenants
that, among other things, limit our ability and #iglity of certain of our subsidiaries to:

e incur, assume or guarantee additional indebtedoessue preferred stock;

* pay dividends or make other equity distributibm®ur stockholders;

* purchase or redeem our capital stock;

* make certain investments;

* create liens;

« sell or otherwise dispose of assets;

* engage in transactions with our affiliates; and

» merge or consolidate with another entity or tfanall or substantially all of our assets.

These restrictions could limit our ability to obtduture financing, make acquisitions or neededtabpxpenditures,
withstand economic downturns in our business, itigs the economy in general, conduct operatianstioerwise
take advantage of business opportunities that msg.a

Although the indentures for the senior floatingerabtes and the senior subordinated notes confaiadacharge
coverage test that limits our ability to incur ibtkedness, this limitation is subject to a numbesighificant
exceptions and qualifications. Moreover, the indegg do not impose any limitation on our incurreotkabilities
that are not considered “Indebtedness” under ttheritures (such as operating leases), nor do thegsienany
limitation on the amount of liabilities incurred Bybsidiaries, if any, that might be designatetissestricted
Subsidiaries”. Despite current indebtedness levedsand our subsidiaries may still be able to irsubrstantially
more debt. This could further exacerbate the rdslsociated with our leverage. Also, although tldemures limit
our ability to make restricted payments, theseritgins are subject to significant exceptions guodlifications.

U.S. investors may not be able to obtain enforcemeaf civil liabilities against us.

We were formed under the laws of British Columi@ianada. A substantial portion of our assets aéocoutside
the U.S. In addition, a majority of the member®of board of directors and our officers are redislef countries
other than the U.S. As a result, it may be impdesdiir U.S. investors to affect service of procegthin the U.S.
upon us or these persons or to enforce againstthese persons any judgments in civil and comraknsatters,
including judgments under U.S. federal or stateigges laws. In addition, a Canadian court maypermit U.S.
investors to bring an original action in Canad&oognforce in Canada a judgment of a state or &daewurt in the
u.s.
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Outstanding Share Data

As of December 31, 2006, there were 84,983,735 aamshares issued and outstanding for a total od 47
million in share capital. At December 31, 2006,hveel 7,307,576 CDN dollar stock options outstandinder the
Angiotech Pharmaceuticals, Inc. stock option ptaimhich 6,366,685 were exercisable) at a weiglateztage
exercise price of CDN$16.98, and we had 211,968 dbfar stock options outstanding under this p(afiwhich
94,936 were exercisable) at a weighted averageisegorice of U.S. $17.18.

As of February 21, 2007, there were 84,995,735 comshares issued and outstanding for a total od 24million
in share capital. At February 21, 2007, we had Bd23 CDN dollar stock options outstanding untierAngiotech
Pharmaceuticals, Inc. stock option plan (of whictB@,410 were exercisable) at a weighted averageisr price
of CDN$15.85, and we had 1,001,609 U.S. dollarkstiations outstanding under this plan, (of whicld 168 were
exercisable) at a weighted average exercise pficeS $9.66.

As of December 31, 2006 there were 227 stock optianstanding in the AMI stock option plan (of whigone
were exercisable) and as of February 21, 2007e tlvere 223 stock options outstanding in the AMtktoption
plan (of which none were exercisable). Each AMEtktoption is exercisable for approximately 3,85&hamn
shares in the capital of Angiotech Pharmaceutitats,at a weighted average exercise price of $15.44.
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CONSOLIDATED FINANCIAL STATEMENTS

ANGIOTECH PHARMACEUTICALS, INC.

December 31, 2006 and 2005
(audited)
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Management’s Responsibility for Financial Reporting

The accompanying consolidated financial statemeats been prepared by management in accordancé\v@tigenerally
accepted accounting principles and have been apgoy the Board of Directors.

In support of this responsibility, management nsiirg a system of disclosure controls and procedamdsnternal controls to
provide reasonable assurance as to the reliabflifiypancial information and the safeguarding afets. The consolidated
financial statements include amounts, which aredas the best estimates and judgments of managemen

The Board of Directors is responsible for ensutheg management fulfills its responsibility fordincial reporting and internal
control. The Board of Directors exercises this oesibility principally through the Audit Committe€he Audit Committee
consists of three directors not involved in thdydaperations of the Company. The Audit Committezets with management
and the external auditors to satisfy itself thahagement's responsibilities are properly dischaayedito review the financial
statements prior to their presentation to the Badidirectors for approval.

The external auditors, PricewaterhouseCoopers LdariRlgct an independent examination, in accordante twe standards of
the Public Company Accounting Oversight Board (BditStates), and express their opinion on the cmzetl financial

statements. The external auditors have free ahédakss to the Audit Committee with respect tartfiedings concerning the
fairness of financial reporting and the adequacytnal controls.

5

Dr. William L. Hunter K. Thomas Bailey
President and CEO CFO
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Management's Report on Internal Control over Finangal Reporting

Management of the Company is responsible for @stidby and maintaining adequate internal contr@rdinancial reporting as
defined in Rule 13a-15(f) under tBecurities Exchange Act of 1923 amended. Our internal control system is desigo
provide reasonable assurance regarding the réjabilfinancial reporting and the preparation iofaincial statements for
external purposes in accordance with generallygedeaccounting principles in the United States.

Management recognizes that effective internal ebmiver financial reporting may nonetheless notpnt or detect all possible
misstatements or frauds. Also, projections of argluation of effectiveness to future periods adgject to the risk that controls
may become inadequate because of changes in agjitr that the degree of compliance with policieprocedures may
deteriorate.

Management has evaluated the effectiveness ofdhg@ny's internal control over financial reportagyof December 31, 2006
based on the framework in “Internal Control — Iméggd Framework” issued by the Committee of Spangddrganizations of
the Treadway Commission (COSO). Based on thisuatiain, management concluded that, as of Decenlhet®6, the
Company maintained effective internal control ofueancial reporting.

Management's assessment of the effectiveness @fdimpany’s internal control over financial repogtias of December 31,
2006 has been audited by PricewaterhouseCoopersthehdependent registered public accounting firat also audited the
Company's consolidated financial statements. A adfPricewaterhouseCoopers’ attestation repornanagement's
assessment of the Company's internal control avanéial reporting is included herein.

The Company acquired American Medical Instrumerdgkiidgs, Inc. ("AMI") on March 23, 2006 and, as péted by SEC
guidance, management excluded AMI from its asseassafghe effectiveness of the Company's interoaltiol over financial
reporting as of December 31, 2006. Total ass&tertto AMI of $155 million and revenues for theripd subsequent to the
acquisition (March 23—December 31, 2006) of $14Bioni were included in the Company's consolidaiedricial statements
as of and for the year ended December 31, 2006.

. I

Dr. William L. Hunter K. Thomas Bailey
President and CEO CFO

41



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of
Angiotech Pharmaceuticals, Inc.

We have completed an integrated audit of Angiof@lchrmaceutical, Inc.’s 2006 consolidated finanstiatements and of its

internal control over financial reporting as of Bewber 31, 2006 in accordance with the standarttsedPublic Company
Accounting Oversight Board (United States). Ounams, based on our audits, are presented below.

Consolidated financial statements

In our opinion, the accompanying consolidated badasheet and the related consolidated statemeirtsarhe, of stockholders’
equity and of cash flows present fairly, in all Brél respects, the financial position of Angiotétarmaceuticals, Inc. and its
subsidiaries at December 31, 2006, and the residleir operations and their cash flows for yaeaaed December 31, 2006 in
conformity with accounting principles generally eapted in the United States of America. These fir@rstatements are the
responsibility of the Company’s management. Ospoasibility is to express an opinion on theserfaial statements based on
our audits. We conducted our audits of thesersetts in accordance with the standards of the @@dimpany Accounting
Oversight Board (United States). Those standargisire that we plan and perform the audit to obte&rsonable assurance
about whether the financial statements are frematérial misstatement. An audit of financial staets includes examining, on
a test basis, evidence supporting the amounts ignobbsures in the financial statements, assesim@dcounting principles used
and significant estimates made by management, \addating the overall financial statement presénat We believe that our
audits provide a reasonable basis for our opinion.

As discussed in Notes 3 to the Consolidated FirduStatements, effective January 1, 2006, the Cagnphanged the manner
in which it accounts for stock-based compensation.

The financial statements of the Company as of Déeer81, 2005 and for each of the two years endegiker 31, 2005 were
audited by other auditors whose report dated Fepril@ 2006, except as to note 17 b (iii), as tacvihe date is February 24,
2006 and as to note 22, as to which the date ieBdger 13, 2006, expressed an unqualified opiniothose statements.

Internal control over financial reporting

Also, in our opinion, management’s assessmentydezl in the accompanying “Management's Report tarrial Control over
Financial Reporting”, that the Company maintain#eotive internal control over financial reportiag of December 31, 2006
based on criteria establishedlivternal Control - Integrated Framewoiksued by the Committee of Sponsoring Organization
of the Treadway Commission (COSO), is fairly statadll material respects, based on those critefiarthermore, in our
opinion, the Company maintained, in all materispects, effective internal control over financigporting as of December 31,
2006, based on criteria establishedniternal Control - Integrated Framewoiksued by the COSO. The Company’s
management is responsible for maintaining effedtiternal control over financial reporting and far assessment of the
effectiveness of internal control over financigboeting. Our responsibility is to express opini@msmanagement’s assessment
and on the effectiveness of the Company’s inteznatrol over financial reporting based on our aulfite conducted our audit
of internal control over financial reporting in acdance with the standards of the Public CompargoAoting Oversight Board
(United States). Those standards require thatlaregnd perform the audit to obtain reasonablerasse about whether
effective internal control over financial reportings maintained in all material respects. An aaflinternal control over
financial reporting includes obtaining an underdtag of internal control over financial reportireyaluating management'’s
assessment, testing and evaluating the designmerdting effectiveness of internal control, andigrening such other
procedures as we consider necessary in the ciranoest. We believe that our audit provides a redderbasis for our
opinions.

A company'’s internal control over financial repogiis a process designed to provide reasonablesassuregarding the
reliability of financial reporting and the prepacat of financial statements for external purpogeadcordance with generally
accepted accounting principles. A company’s irdecontrol over financial reporting includes thge#icies and procedures
that (i) pertain to the maintenance of records, inateasonable detail, accurately and fairly ftbe transactions and
dispositions of the assets of the company; (iivjgle reasonable assurance that transactions arnelestas necessary to permit
preparation of financial statements in accordanitle generally accepted accounting principles, dvad teceipts and
expenditures of the company are being made ordg@ordance with authorizations of management amdtdirs of the
company; and (iii) provide reasonable assurancardagg prevention or timely detection of unauthedzacquisition, use, or
disposition of the company’s assets that could lzameaterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detaisstatements. Also,

projections of any evaluation of effectivenessuiufe periods are subject to the risk that contmdy become inadequate
because of changes in conditions, or that the degfreompliance with the policies or procedures aheteriorate.
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As described in “Management's Report on Internaitt over Financial Reporting”, management hadusled American
Medical Instruments Holdings, Inc. (“AMI”) from itassessment of internal control over financial répg as of December 31,
2006 because it was acquired by the Company inehpse business combination during 2006. We hiaeeexcluded AMI

from our audit of internal control over financigporting. AMI is a wholly-owned subsidiary whostal assets and total
revenues represent $155 million and $145 milliespectively, of the related consolidated finansfatement amounts as of and
for the year ended December 31, 2006.

Vancouver, Canada ‘ ,3 ' WMMM [Zﬂ

February 21, 2007 Chartered Accountants
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Angiotech Pharmaceuticals, Inc.

CONSOLIDATED BALANCE SHEETS
(Al amounts expressed in thousands of U.S. dollars

December 31,

December 31,

2006 2005
$ $
ASSETS
Current assets
Cash and cash equivalefote 7] 99,332 62,163
Short-term investmen{siote 10] 9,285 133,279
Accounts receivable 25,231 3,377
Inventoriegnote 8] 33,619 786
Assets held for salgote 9] - 5,508
Deferred income taxes, current portjoote 17] 5,372 1,703
Prepaid expenses and other current assets 6,303 2,056
Assets from discontinued operations, current pofftiote 4] 2,365 -
Total current assets 181,507 208,872
Long-term investmentgote 10] 53,840 170,578
Property, plant and equipmdnibte 11] 59,783 11,042
Intangible assetfhote 12] 244,954 45,447
Goodwill [note 12] 630,770 46,071
Deferred income taxdsote 17] 4,804 11,350
Deferred financing cosfsote 15] 14,845 -
Other assets 255 1,334
Assets from discontinued operatidnste 4] 15,116 -
Total assets 1,205,874 494,694
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
Accounts payable and accrued liabilitjeste 13] 48,982 19,187
Income taxes payablaote 17] 11,724 6,738
Interest payable on long-term d¢hbte 15] 6,614 -
Deferred revenue, current portion 630 1,630
Deferred income taxes, current portjoote 17] 2,598 -
Liabilities from discontinued operations, currenttipn [note 4] 1,994 -
Total current liabilities 72,542 27,555
Deferred revenue 1,421 1,632
Deferred leasehold induceménbte 14] 2,631 2,827
Deferred income taxdsote 17] 69,215 -
Long-term debfnote 15] 575,000 -
Liabilities from discontinued operatiofisote 4] 2,232 -
Total non-current liabilities 650,499 4,459
Commitments and contingencigmte 18]
Stockholders’ equity
Share capitdlnote 16]
Authorized:
200,000,000 Common shares, withoutvphue
50,000,000 Class | Preference sharnéisout par value
Common shares issued and outstanding:
December 31, 2006 — 84,983,735
December 31, 2005 — 84,291,517 470,190 463,639
Additional paid-in capital 27,564 21,929
Accumulated deficit (41,022) (45,607)
Accumulated other comprehensive income 26,101 22,719
Total stockholders’ equity 482,833 462,680
1,205,874 494,694

See accompanying notes to the consolidated finantsatements

On behalf of the Board:

David T. Howard Arthur Willms

Director Director
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Angiotech Pharmaceuticals, Inc.

CONSOLIDATED STATEMENTS OF INCOME
(All amounts expressed in thousands of U.S. dollarexcept share and per share data)

Year ended Year ended Year ended
December 31, December 31, December 31,
2006 2005 2004
$ $ $

REVENUE
Royalty revenue 175,254 189,203 100,638
Product sales, net 138,590 5,334 8,281
License fees 1,231 5,111 17,312

315,075 199,648 126,231
EXPENSES
License and royalty fees 25,605 28,345 18,072
Cost of products sold 68,067 5,653 5,632
Research and development 45,393 31,988 26,659
Selling, general and administration 78,732 37,837 21,180
Depreciation and amortization 36,014 9,540 9,235
In-process research and development 1,042 54,957 6,375

254,853 168,320 87,153
Operating income 60,222 31,328 39,078
Other income (expenses):
Foreign exchange gain 515 1,092 2,050
Investment and other income 6,235 10,006 5,668
Interest expense on long-term dfizite 15] (35,502) - -
Write-down of deferred financing cogteote 15] (9,297) - -
Write-down of investment - (5,967) -
Total other income (expenses) (38,049) 5131 7,718
Income from continuing operations before income tags and
cumulative effect of change in accounting policy 22,173 36,459 46,796
Income tax expense (recovefgpte 17] 10,279 28,055 (6,183)
Income from continuing operations before cumulativeeffect
of change in accounting policy 11,894 8,404 52,979
Loss from discontinued operations, net of incomxesgnote 4] (7,708) (9,591) (527)
Cumulative effect of change in accounting policgte 3] 399 - -
Net income (loss) 4,585 (1,187) 52,452
Basic net income (loss) per common shafeote 20}
Continuing operations 0.14 0.10 0.63
Discontinued operations (0.09) (0.11) -
Total 0.05 (0.01) 0.63
Diluted net income (loss) per common shargote 20}
Continuing operations 0.14 0.10 0.62
Discontinued operations (0.09) (0.11) (0.01)
Total 0.05 (0.01) 0.61
Basic weighted average number of common shares
outstanding (in thousands) 84,752 84,121 83,678
Diluted weighted average number of common shares
outstanding (in thousands) 85,437 85,724 85,697

See accompanying notes to the consolidated financs&atements
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Angiotech Pharmaceuticals, Inc.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(Al amounts expressed in thousands of U.S. dollarexcept share data)

Accumulated

Common__ Shares »
Additional other Total
paid-in Accumulated comprehensive  Comprehensive stockholders’
Shares Amount capital deficit income income equity
# $ $ $ $ $ $

Balance at December 31, 2003 83,174,522 443,311 28,5 (96,872) 22,407 377,371
Exercise of stock options for cash 783,428 8,221 8,221
Stock-based compensation 5,810 5,810
Translation adjustment from application of

U.S. dollar reporting (29) (29) (29)
Unrealized loss on available-for-sale

securities (1,635) (1,635) (1,635)
Reclassification of unrealized gain on

available-for-sale securities (374) (374) (374)
Net income 52,452 52452 52,452
Comprehensive income 50,424
Balance at December 31, 2004 83,957,950 451,532 338, (44,420) 20,379 441,826
Exercise of stock options for cash 333,567 3,314 3,314
Stock-based compensation 6,072 6,072
Income tax benefit related to share issuance

costs 8,793 8,793
Income tax benefit related to stock options 2,52 1,522
Net unrealized gain on available-for-sale

securities 2,237 2,237 2,237
Reclassification of net unrealized loss on

available-for-sale securities 103 103 103
Net loss w8 (1,187) (1,187)
Comprehensive income 1,153
Balance at December 31, 2005 84,291,517 463,639 929, (45,607) 22,719 462,680
Exercise of stock options for cash 692,218 6,551 6) (6 6,485
Stock-based compensation 6,100 6,100
Cumulative effect of change in accounting

principle (399) (399)
Net unrealized gain on available-for-sale

securities 1,543 1,543 1,543
Reclassification of net unrealized gain on

available-for-sale securities (66) (66) (66)
Cumulative translation adjustment 1,905 1,905 ,908
Net income 4,585 4,585
Comprehensive income
Balance at December 31, 2006 84,983,735 470,190 5@4, (41,022) 26,101 482,833

See accompanying notes to the consolidated financs&atements
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Angiotech Pharmaceuticals, Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Al amounts expressed in thousands of U.S. dollars

Year ended Year ended Year ended
December 31, December 31, December 31,
2006 2005 2004
$ $ $
OPERATING ACTIVITIES
Net income (loss) 4,585 (2,187) 52,452
Adjustments to reconcile net income to cash praVice
operating activities:
Depreciation and amortization 40,399 11,999 10,673
Unrealized foreign exchange gain - (288) (2,648)
Loss (gain) on sale of subsidiary 47 1,300 -
Gain on disposition of assets held for sale (681) - -
Loss on redemption of available-for-sale securities 287 - -
Write-down of deferred financing costs 9,297 - -
Write-down of investment - 5,967 -
Impairment of assets from discontinued operations 7,700 8,610 -
Gain on sale of intangible asset (148) - -
Deferred income taxes (21,204) 5,895 (8,680)
Equity income - - (332)
License fees - (3,848) -
Stock-based compensation expejmsee 16] 6,100 6,072 5,810
Deferred revenue (1,211) 737 (4,206)
Non-cash interest expeng®te 15] 2,019 - -
In-process research and development 1,042 54,957 6,375
Other (624) 180 (767)
Cumulative effect of change in accounting principle (399) - -
Net change in non-cash working capital items ne¢ato
operationgnote 21] 9,416 (1,515) 19,435
Cash provided by operating activities 56,531 88,879 78,112
INVESTING ACTIVITIES
Purchase of short-term investments (132,763) (314,576) (280,122)
Proceeds from short-term investments 264,927 334,345 163,580
Purchase of long-term investments (10,147) (129,465) (76,082)
Proceeds from long-term investments 129,670 29,625 19,395
Purchase of property, plant and equipment (10,851) (3,996) (9,169)
Proceeds on disposal of property and equipment - 94 -
Proceeds on sale of subsidiary, net of cash dispose 47 2,257 -
Acquisition of businesses, net of cash acqujnede 5] (822,033) (14,000) (11,616)
Purchase of intangible assets (285) - (32,260)
Proceeds from sale of intangible asset 3,400 - -
Proceeds from sale of assets held for sale 6,395 - -
In-process research and development (1,042) (51,548) (6,375)
Other assets (3,606) (1,010) -
Leasehold inducements received - - 807
Cash used in investing activities (576,288) (148,274) (231,842)
FINANCING ACTIVITIES
Principal repayment of long-term obligations (350,000) - -
Proceeds from long-term obligations 925,000 - -
Deferred financing costs on long-term obligations (24,559) - -
Issuance of common shares — net of issue costs - - (375)
Proceeds from stock options exercised 6,485 3,314 8,220
Cash provided by financing activities 556,926 3,314 7,845
Net increase (decrease) in cash and cash equivalent 37,169 (56,081) (145,885)
Cash and cash equivalents, beginning of period 62,163 118,244 264,129
Cash and cash equivalents, end of period 99,332 62,163 118,244

See accompanying notes to the consolidated finantsatements
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Angiotech Pharmaceuticals, Inc.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Angiotech Pharmaceuticals, Inc. (the “Company”jnorporated under the Business Corporations Bitih Columbia).
The Company is a specialty pharmaceutical and rabde&vice company that discovers, develops and etaiknovative
technologies and medical products primarily foralodiseases or for complications associated witticaé device implants,
surgical interventions and acute injury.

BASIS OF PRESENTATION

These consolidated financial statements have begraped in accordance with United States genesattgpted accounting
principles (“U.S. GAAP”). All amounts herein arepeessed in U.S. dollars unless otherwise noteldaBlular amounts are
expressed in thousands of U.S. dollars, excepesirat per share data, unless otherwise noted.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) Consolidation

These consolidated financial statements includeteeunts of the Company and its wholly-owned siiases. All
intercompany transactions and balances have baeimaled on consolidation.

(b) Use of estimates

The preparation of financial statements in confoymiith U.S. GAAP requires management to make egtésand
assumptions that affect the reported amounts etassd liabilities, the disclosure of contingesgets and liabilities at the
date of the financial statement, and the reponteduamts of revenue and expenses during the repqrérigds presented.
Actual results could differ from these estimates.

(c) Foreign currency translation

The Company'’s functional and reporting currencthiesU.S. dollar. The assets and liabilities oéfgn subsidiaries using
the local currency as their functional currencytaaaslated to U.S. dollars based on current exghaates and any
resulting translation adjustment is included inuaoalated other comprehensive income/(loss).

The functional currency of the Company’s other iigneoperations is the U.S. dollar. For these fymaperations, assets
and liabilities denominated in other than U.S. alallare re-measured at the period-end or histadtad as appropriate.
Revenues and expenses denominated in other thamldll&s are re-measured at average monthly r&estency
transaction gains and losses are recognized iouttient operations.

(d) Cash equivalents

The Company considers all highly liquid financiastruments purchased with an original maturityhoé& months or less to
be cash equivalents. Cash equivalents are recatdsabt plus accrued interest. The carrying vafubese cash
equivalents approximates its fair value.

(e) Short and long-term investments

The Company considers all highly liquid financiastruments with an original maturity greater thiameé months and less
than one year to be short-term investments. Skam-and long-term investments that are class#&dvailable-for-sale
are carried at market value with unrealized gairlssses, net of tax, reflected in other compreivenacome (loss). The
Company bases the cost of available-for-sale s#&si10n the specific identification method.

Long-term investments where the Company exercigegisant influence are accounted for using thaiggmethod and
long-term investments for which fair value is neadily determinable are recorded at cost. The Cagnpviews its long-
term investments for indications of impairment bference to quoted market prices, the results efatjpns, financial
position of the investee and other evidence supypthe net realizable value of the investment. eWéver events or
changes in circumstances indicate the carrying atmay not be recoverable and the impact of thesete is determined
to be other than temporary, the investment is enittown to its estimated net realizable value hedésulting losses are
included in the determination of income for theiper

(f) Allowance for doubtful accounts

Accounts receivable are presented net of an alloevéor doubtful accounts. In determining the alimee for doubtful
accounts, which includes specific reserves, the jizmy reviews accounts receivable agings, customandial strength,
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credit standing and payment history to assessriteapility of collection. The Company continuathpnitors the
collectibility of the receivables. Receivables ariten off when management determines they arellettible.

(9) Inventories

Raw materials are recorded at the lower of coserdened on a specific item basis, and replacemmestt Work-in-
process, which includes inventory stored at a spageeding final assembly and packaging, and fedsiioods are recorded
at the lower of cost, determined on a standardlzasis which approximates average cost, and nigakke value.

(h) Property, plant and equipment

Property, plant and equipment are recorded atlesstaccumulated depreciation. Depreciation igigeal using the
straight-line method over the following terms:

Buildings 40 years

Leasehold improvements Term of the lease
Manufacturing equipment 3 - 10 years
Research equipment 5 years

Office furniture and equipment 3 -10 years
Computer equipment 3 —-5years

(i) Goodwill and intangible assets

Goodwill and indefinite life intangible assets a amortized but are tested for impairment attlaasually. The
Pharmaceutical Technologies segment was last tést@npairment as of October 31, 2006 and it iscipated the
Medical Products segment will be tested as of M&Lh2007. Intangible assets with finite lives aneortized based on
their estimated useful lives.

Amortization of intangible assets with finite livessprovided using the straight-line method over fibllowing terms:

Acquired technologies 2 -10 years
Customer relationships 10 years

In-licensed technologies 5-10 years
Trade name and other 2 - 12 years

() Impairment of long-lived assets

Goodwill and indefinite life intangible assets acqd in a business combination are tested for impamt on an annual
basis and at any other time if an event occursroumstances change that would indicate that amimpent may exist.
When the carrying value of a reporting unit's godber indefinite life intangible assets exceedsfiir value, an
impairment loss is recognized in an amount equ#iéaexcess.

The Company reviews the carrying value of intargyddsets with finite lives, property and equipnaert other long-lived
assets for existence of facts or changes in cirtammes that might indicate a condition of impairtndf estimates of
undiscounted future cash flows expected to resuih fthe use of an asset and its eventual dispositie less than the
carrying amount, then the carrying amount of theets written down to its fair value..

(k) Revenue recognition
(i) Royalty revenue

Royalty revenue is recognized when the Companyiiited the terms in accordance with the contiadtagreement,
has no future obligations, the amount of the rgyige is determinable and collection is reasonabured. The
Company records royalty revenue from Boston Sdieriorporation (“BSC”) on a cash basis due totdérens in the
agreement regarding reporting deadlines for fir@rioformation needed to accurately estimate th€ BSyalty.

(i) Product sales

Revenue from product sales, including shipmentistibutors, is recognized when the product ipged from the
Company'’s facilities to the customer provided tiinegt Company has not retained any significant rigl@vnership or
future obligations with respect to products shippBgvenue from product sales is recognized nptafisions for
future returns. These provisions are establishéde same period as the related product saleseweded and are
based on estimates derived from historical expeeien

Revenue is considered to be realized or realizatdeearned when all of the following criteria aretnpersuasive
evidence of a sales arrangement exists; delivesyohaurred or services have been rendered; the igrfixed or
determinable; and collectibility is reasonably asgu These criteria are generally met at the tifrghipment when the
risk of loss and title passes to the customer stridutor.
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Amounts billed to customers for shipping and hargifre included in revenue. The correspondingsdostshipping
and handling are included in cost of products sold.

(iii) License fees

License fees are comprised of initial fees and stolee payments derived from collaborative and dtbensing
arrangements. Non-refundable milestone paymenteaognized upon the achievement of specified toitess when
the milestone payment is substantive in natureatigevement of the milestone was not reasonablyred at the
inception of the agreement and the Company hasntioefr significant involvement or obligation to foem under the
arrangement. Initial fees and non-refundable nolestpayments received which require the ongoinghmment of
the Company are deferred and amortized into incoma straight-line basis over the period of thecimg
involvement of the Company.

() Income taxes

Income taxes are accounted for under the liabitigghod. Deferred tax assets and liabilities ategrized for the
temporary differences between the financial statgraed income tax bases of assets and liabiliied,for operating losses
and tax credit carry forwards. Investment tax itsgfor qualified research and development expemelt are recognized as
a reduction of tax expense in the period in whitdh€ompany becomes entitled to the tax creditgestment tax credits
for qualified stock-based compensation are creditesttly to equity. A valuation allowance is pided for the portion of
deferred tax assets that is more likely than ndtetainrealized. Deferred tax assets and lialslaie measured using the
enacted tax rates and laws.

(m) Research and development costs

Research and development expenses are comprisedtefincurred in performing research and developmaetivities
including salaries and benefits, clinical trial amthted clinical manufacturing costs, contraceaesh costs, patent
procurement costs, materials and supplies, ana offerating and occupancy costs. Research andogevent costs,
including upfront fees, milestones paid to collaitors and in-process research and developmergxpemsed in the year
incurred. Amounts paid for medical technologiesdusalely in research and development activitieswitid no alternative
future use are expensed in the year incurred.

(n) Net income per common share

Net income per common share is calculated usingviighted average number of common shares outsiguadiring the
period, excluding contingently issuable shareanif. Diluted net income per common share is caledlasing the treasury
stock method which uses the weighted average nuailsammon shares outstanding during the periodadsaincludes
the dilutive effect of potentially issuable commgrares from outstanding stock options.

(o) Stock-based compensation

Effective January 1, 2006, the Company adoptec®iatt of Financial Accounting Standards Board (“SBANo. 123(R)
“Share-Based Payment”, a revision to SFAS 123 “Aatimg for Stock-Based Compensation”. SFAS 123@q)ires the
Company to recognize in the income statement thetgtate fair value of share-based compensationdavgganted to
employees over the requisite service period. Coisgi@n expense recognized reflects estimates aftbforfeitures and
any change in estimates thereof are reflectedepérniod of change. The risk-free interest ratarapsion is based upon
observed interest rates appropriate for the exgeeten of the Company’s employee stock options. Thmpany used its
historical volatility as a basis to estimate thpanted volatility assumption used in the Black-3ebonodel consistent with
SFAS 123(R). The Company has not paid any dividemdsommon stock since its inception and does niitipate paying
dividends on its common stock in the foreseealtleréu The expected life of employee stock opti@isased on historic
forfeiture rates.

(p) Deferred leasehold inducement
Leasehold inducements are deferred and amortizeztitee rent expense on a straight line basistbeeierm of the lease.
(q) Deferred financing costs

Financing costs for long-term debt are capitaliaed amortized on a straight-line basis which, axiprates the effective-
interest rate method to interest expense oveifthefithe debt instruments.

(r) Costs for patent litigation and legal proceedings:

Costs for patent litigation or other legal proceegiare expensed as incurred and included in getieneral and
administration expenses.
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(s) Recent pronouncements

In June 2006, the Financial Accounting Standardsr@¢‘FASB”) issued FASB Interpretation No. 48 (\FNo. 48"),
Accounting for Uncertainty in Income Taxes — areiptetation of FASB Statement No. 109, which dlesithe accounting
for uncertainty in income taxes recognized in aremamise’s financial statements in accordance WiAlSB Statement No.
109, Accounting for Income Taxes. The interpretafioescribes a recognition threshold and measureatieibute for the
financial statement recognition and measuremeattak position taken or expected to be taken axadturn. FIN No. 48
requires a company to recognize the tax benefit ibtthat position is “more likely than not” of brgj sustained on an audit
basis solely on the technical merit of the positieiN No. 48 also requires expanded qualitative gunahtitative
disclosures regarding those tax benefits. Any difiees between the amounts recognized in the fimisstatements prior to
the adoption of FIN No. 48 and the amounts repaafeet adoption are to be accounted for as an tudarg to the
beginning balance of retained earnings. FIN Nois4ffective for the Company beginning JanuaryQ72 The Company
is currently assessing the potential impact thatathoption of FIN No. 48 will have on the Comparfiiancial statements.
The Company is in the process of reviewing allhef Company’s uncertain tax positions but is notityet position to
quantify any changes which may occur upon adopifahis pronouncement.

In September 2006, the FASB issued SFAS No. 157\Fdue Measurements. SFAS 157 provides guidangeifong
other things, the definition of fair value and thethods used to measure fair value. The provisio®$AS 157 are
effective for fiscal years beginning after Novem&r 2007. We are assessing the potential impattlile adoption of
SFAS 157 will have on our financial statements.

CHANGE IN ACCOUNTING POLICY
Stock-based compensation

Effective January 1, 2006, the Company adopted SRASL23(R) Share-Based Payments, a revision toSSEZ8
“Accounting for Stock-Based Compensation”. SFAS(E) requires the Company to recognize in the irestatement
the grant date fair value of share-based compemsatiards granted to employees over the requisitéce period.
Compensation expense recognized reflects estirmhtagsard forfeitures and any change in estimateretif are reflected in
the period of change.

Pursuant to the provisions of SFAS 123(R), the Camymapplied the modified-prospective transitionlmoet Under this
method, the fair value provisions of SFAS 123(R) applied to new employee share-based payment s\geadted or
awards modified, repurchased, or cancelled afrenaly 1, 2006. Measurement and attribution of cemsption costs for
unvested awards at January 1, 2006, granted pribietadoption of SFAS 123(R) are recognized baped the provisions
of SFAS 123(R), after adjustment for estimatedditnfes as discussed below. Accordingly, SFAS R286 longer
permits pro-forma disclosure for income statememiqols after January 1, 2006 and compensation sepeitl be
recognized for all share-based payments on grastfda value, including those granted, modifiedsettled prior to
October 1, 2002, the date that the Company add@ité® 123. The Company expenses the compensatiboicehare-
based payments over the service period using taigist-line method. The fair values of optionsrgeal before and after
the Company adopted SFAS 123(R) were valued usBigak-Scholes pricing model. See note 16 (cyfiditional
information regarding stock-based compensation.

Since the Company did not previously estimate fufes in the calculation of employee compensatigmense under
SFAS 123, upon adoption of SFAS 123(R), the Compeoggnized the cumulative effect of a change @oanting
principle to reflect forfeitures for prior perioggich resulted in an increase in net income of $399@. This cumulative
effect has no impact on basic and diluted earnieyshare.

Pro forma disclosure (unaudited)

For the comparative period, the following pro forfimancial information presents the net incometfar period from
continuing operations and basic and diluted nedrime per common share from continuing operationsth@dompany
recognized stock-based compensation for stock mptipanted to employees and directors using dhire based method
for all stock-based transactions prior to Octohe2D2. The fair value for these options was eg@ohat the date of grant
using a Black-Scholes option pricing model for foona assumptions.
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Year ended Year ended

December 31, December 31,
2005 2004
$ $

Income from continuing operations 8,404 52,979
Add: Stock-based employee compensation expensgdiedlin net income

above 6,072 5,810
Deduct: Total stock-based employee compensatiparee using fair value

based method for all awards (9,393) (14,262)
Pro forma net income from continuing operations 5,083 44,527
Basic net income per common share from continupeyations

As reported 0.10 0.62

Pro forma 0.06 0.53
Diluted net income per common share from contingipgrations

As reported 0.10 0.62

Pro forma 0.06 0.52

DISCONTINUED OPERATIONS

In the third quarter of 2006, the Company deterhitiat certain operating subsidiaries acquiredutjinathe American
Medical Instruments Holdings, Inc. (“AMI”), acquigin were not aligned with the Company’s currensibass strategy
and, consequently, began actively looking to dispafghese operations. These operations have lagegoeized as
discontinued and include the following AMI subsiiés: American Medical Instruments, Inc. locatedartmouth,
Massachusetts; Point Technologies, Inc. locatégbinder, Colorado; and Point Technologies S.A.tedan Costa Rica.
The assets and liabilities of these operations bae@ shown separately on the balance sheet antand long-term
assets and current and long-term liabilities frastantinued operations and the net losses for thpseations have been
shown separately on the statements of incomeudied in long-term assets from discontinued opanatare intangible
assets of $5.6 million and goodwill of $9.6 millicglating to the medical products reportable segnianagement
reviewed the carrying value of the discontinuedrapiens and recorded an impairment charge of $7liomfor the year
ended December 31, 2006. The impairment chargelet@smined based on management’s best estimatet pfoceeds
on ultimate disposition and has been allocatedgtamately to the assets from discontinued openati

On December 30, 2005, the Company completed tleeo$dl00% of the outstanding shares of its Dutdissliary, MCTec
Holding BV, including its operating subsidiary MGIBV. The results of operations from the Dutchssdiaries for the
prior periods have been reported as discontinuedatipns in the Company’s Consolidated Statemefitscome.

In the fourth quarter of 2005, the Company decitedose down the offices of its subsidiary, NedQal., and to
terminate its distribution agreements. As a residhis decision, the results of operations frév@ NeuColl subsidiary for
the current and prior periods have been reportatisesntinued operations in the Company’s Constdidi&tatements of
Income.

The assets and liabilities of the AMI subsidiafieduded in discontinued operations are presemtedé Company’s
Consolidated Balance Sheets under the caption®tadom discontinued operations, current portidAssets from
discontinued operations”, “Liabilities from discamied operations, current portion” and “Liabilitisem discontinued
operations.” The carrying amounts of the majos®is of these assets and liabilities are as fallows
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As of As of
December 31, December 31,
2006 2005
$ $
ASSETS
Current assets
Accounts receivable 1,136 -
Inventories 1,142 -
Prepaid expenses and other current assets 87 -
Current assets from discontinued operations 2,365 -
Property, plant and equipment, primarily buildinglaequipment held for sale at -
December 31, 2006 4,545
Intangible assets 3,874 -
Goodwill 6,664 -
Other assets 33 -
Assets from discontinued operations 17,481 -
LIABILITIES
Accounts payable and accrued liabilities 1,994 -
Deferred income taxes 2,232 -
Liabilities from discontinued operations 4,226 -

The following assets and liabilities relating te stubsidiary, NeuColl, Inc. are included in the @amy’'s Consolidated

Balance Sheets:

December 31,

December 31,

2006 2005
$ $
Current assets - 868
Non-current assets - 251
Current liabilities 28 984

The operating results of discontinued operatiopsraluded in the Consolidated Statements of Incasé&.oss from
discontinued operations, net of income taxes.” dimeunts for the years ended December 31, 2006, 200 2004 are

summarized as follows:

Year ended Year ended Year ended
December 31, December 31, December 31,
2006 2005 2004
$ $ $

Revenues 10,092 5,275 4,549
Operating loss (4,045) (1,646) (1,209)
Other income (expense) 4 (99) 88
Gain (loss) on disposal of subsidiary - (2,300) -
Impairment charge (7,700) (9,122) -
Loss before income taxes (11,741) (12,167) (1,121)
Income tax expense (recovery) (4,033) (2,576) (594)
Loss from discontinued operations (7,708) (9,591) (527)
Loss per common share:
Basic (0.09) (0.11) -
Diluted (0.09) (0.11) (0.01)
Shares used in computing loss per share:
Basic 84,752 84,121 83,678
Diluted 85,437 85,724 85,697
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5.

BUSINESS ACQUISITIONS
(@) American Medical Instruments Holdings, Inc.

On March 23, 2006, the Company completed the aitiuiof 100% of the outstanding stock of privatasid AMI, a
leading independent manufacturer of specialty,lsiuge medical devices for $796.5 million. The @iynpurposes of this
acquisition were to provide a commercial pipelioethe Company'’s current platform, to significardiyersify the
Company'’s revenue base and to add global manufagtumarketing and sales capabilities. The coshefacquisition
includes cash consideration of $787.9 million aivda and incremental third party acquisition caxt$8.6 million.
Included in cash consideration is the cash co$86f9 million and $34.0 million to settle outstamglivested options and
warrants, respectively, of AMI at the closing dafehe acquisition. The AMI acquisition was finadagtilizing funds a
Credit Facility and Senior Subordinated Notes dfigg(note 15) and cash on hand.

The acquisition was accounted for under the puehathod of accounting. Accordingly, the asseasilities, revenues
and expenses of AMI are consolidated with thost®@fCompany from March 23, 2006. Total fair valfi¢he
consideration given, determined at that date ofisitipn and updated based on subsequent valuptaedures, was
allocated to the assets acquired and liabilitissim&d based upon their estimated fair values, llasvin

March 23, 2006

$

Cash 14,686
Accounts receivable, net 25,151
Income tax receivable 2,664
Inventory 28,543
Other receivables and current assets 18,227
Property, plant and equipment 48,500
Identifiable intangible assets 191,600
Goodwill 587,326
Deferred income tax asset 5,711
Current liabilities (39,090)
Deferred income tax liability (86,810)

796,508
Consideration:
Cash consideration 787,925
Direct acquisition costs 8,583

796,508

Excluded from the consideration allocated to thieassets acquired is the fair value of AMI stockias issued in March
2006 which were contingent upon the completiorhefdacquisition. These AMI stock options are exsatoie into
Angiotech common shares and vest in future peridlds.fair value of the AMI stock options was detered to be $6.9
million at the time of acquisition and will be repized as compensation expense over the post &tuigquisite service
period (note 16(b)).

A valuation of AMI's property and equipment andndiéable intangible assets was completed. The Qo used the
income approach to determine the fair value ofafmertizable intangible assets. The excess purgiraseover the fair
value of the net identifiable assets acquired le@s allocated to goodwill. Total consideration 896.5 million, including
acquisition costs, was allocated to the assetsit@thiand liabilities assumed based on fair valueseadate of acquisition
resulting in preliminary identifiable intangiblesets of $212.2 million and goodwill of $582.0 nali at the end of March
2006. Subsequent to the acquisition more detaiédahtion procedures were performed on the assqtsrad and
additional information was obtained on allocatiomsde at March 23, 2006 resulting in updated purchaise allocations
to identifiable intangible assets of $191.6 milliamd goodwill of $587.3 million as of December 30P6. The decrease in
value allocated to identifiable intangibles wasnaiily due to an increase in value allocated t@oturrent receivables.

Various factors contributed to the establishmergaafdwill, including: access to established manwifdcg facilities and
distribution centers for pipeline products; theweabf AMI's trained assembled work force as ofaélequisition date; the
expected revenue growth over time that is attribietto expanded indications and increased markegtpation from future
products and customers; the incremental value finrg coating existing medical devices; and the gyies expected to
result from combining infrastructures, reducing timed operational spend and program reprioritizat®oodwill
deductible for tax purposes approximates $14.Ganill

The identifiable intangible assets acquired pritpaniclude customer relationships, licenses, ietlial property and trade
names. These intangibles will be amortized over g&timated lives, which are between five and vesjlears.

Pursuant to the Purchase Agreement, $20.0 millfadheporiginal purchase price was placed in esabthe time of the

acquisition. This amount will be held in escrow fgr to one year after the acquisition. All, or atjpm of this escrow
amount could be distributed back to the Companyicgent upon certain events.
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(b) Quill Medical, Inc.

On June 26, 2006, the Company completed the atiguisif 100% of the outstanding stock of privateéid Quill

Medical, Inc. (“Quill"), a provider of specializedyinimally invasive aesthetic surgery and woundate technology for
$40.3 million. The purpose of this acquisition wascquire all of Quill's technology and intelleakt property, including
the self-anchoring suture technology product limieich under its current license agreement is matkand sold for use in
wound closure, aesthetic and cosmetic surgery. cbheof the acquisition included initial cash ddesation of $40.0
million plus direct and incremental third party aggition costs of $0.3 million. The company mayrbguired to make
additional contingent payments of up to $160 milligpon the achievement of certain revenue growthdavelopment
milestones. These payments are primarily contingpon the achievement of significant incremengakenue growth over
a five year period, subject to certain conditions.

The acquisition was accounted for under the puehathod of accounting. Accordingly, the asseasilities, revenues
and expenses of Quill are consolidated with thdseeoCompany from June 26, 2006. Total fair valfithe consideration
given, determined at that date of acquisition apdated based on a subsequent valuation procedvassllocated to the
assets acquired and liabilities assumed based thearestimated fair values, as follows:

June 26, 2006

$

Accounts receivable 92
Other current assets 43
Equipment 323
Identifiable intangible assets 50,000
Goodwill 6,973
Deferred income tax asset 2,557
Current liabilities (104)
Deferred income tax liability (19,584)

40,300
Consideration:
Cash consideration 40,000
Direct acquisition costs 300

40,300

A valuation of Quill's intangible assets was penfied, however the allocation of the purchase prichenet assets
acquired may vary if additional information becorasailable on estimates made in the purchase glizeation. The
Company used the income approach to determinathedlue of the amortizable intangible assetsallodnsideration of
$40.3 million, including acquisition costs, wasathted to the assets acquired and liabilities asdurased on fair values at
the date of acquisition resulting in preliminargmdifiable intangible assets of $39.9 million ammbdwill of $13.1 million
at the end of June 2006. Subsequent to the atignisiore detailed valuation procedures were paréal on the assets
acquired and additional information was obtainedibmcations made at June 26, 2006 resulting iratggtipurchase price
allocations to identifiable intangible assets o® $6million and goodwill of $7.0 million as of Deoder 31, 2006. The
increase in value allocated to identifiable intées was primarily the result of more detailed adilbn procedures which
identified an increase in fair value allocatedhe technology and intellectual property acquirgtie offset to the increase
in identifiable intangible assets was an increag@é deferred income tax liability and a decraasgoodwill.

The primary factors that contributed to the esgdistient of goodwill, included: the expected revegnasvth over time that
is attributable to expanded indications and in@danarket penetration from future products andasusts; and the
synergies expected to result from combining inftagtires, reducing combined operational spend aogram
reprioritization. The goodwill acquired in the Quatquisition is not deductible for tax purposes.

The identifiable intangible assets are compriseitheftechnology and intellectual property acquifEiese intangibles will
be amortized over their estimated lives, whichasigen eight and ten years.

The Company had a pre-existing relationship witlill@tithe time of the acquisition through an Exgilte Development,
License and Distribution Agreement between Quil arsubsidiary of AMI. This relationship was sdtht fair value
when compared to pricing for other current markatsactions for similar arrangements and consetyelid not result in
any gain or loss.

(c) ePFTE Lifespan® Vascular Graft Business (“Vdacraft Business”)

On November 30, 2005, the Company completed theisitign of the ePFTE Lifespan® Vascular Graft Bugss from
Edwards Lifesciences Corporation (“Edwards”) fosttgonsideration of $14 million. The Company acegiian exclusive
license, a leasehold facility located in LagunddiCalifornia and all of the assets and employmegssary to manufacture,
develop, use, sell and distribute ePFTE Lifespar@®ddlar Graft products. The product offering ides vascular grafts of
various sizes (6-10mm) and lengths. The primamp@se of the acquisition was to obtain the VascGlaft Business to
enhance the financial potential of the Company’scdiéar Wrap™ paclitaxel-eluting mesh product depeient program.
The acquisition was accounted for using the puehasthod of accounting. The assets, liabilitiegenue and expenses of
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the Vascular Graft Business have been includeldrconsolidated financial statements of the Comgiraamy November
30, 2005.

Total consideration, which was determined by thevaue of the consideration given as at the dacquisition, was
allocated to the assets acquired and liabilitissim&d based on the fair values on the date of sitiqui as follows:

November 30, 2005

$

Inventory 398
Property and equipment 377
Identifiable intangible assets 500
Goodwill 12,725

14,000
Consideration:
Cash 14,000

14,000

(d) Afmedica, Inc.

On October 7, 2005, the Company completed the aitiui of 100% of the fully diluted equity of Afmaxh, Inc.
(“Afmedica”) for cash consideration of $21.5 milio Afmedica is a private company developing pesivdar technology
using the drug rapamycin to treat peripheral vasatdisease, coronary artery disease and end stagkdisease. The
primary purpose of the acquisition was to obtamititellectual property related to use of the diajgamycin in certain
perivascular applications.

As Afmedica was a development stage company tlahali meet the definition of a business under G&SAP, the
transaction was accounted for as an asset acquisithd not as a business combination. The guiirchase price of $23.4
million, inclusive of transactions costs, was adlted to in-process research and development andsitéen-off at the time
of acquisition as required by U.S. GAAP, as thevascular technology, the only asset acquired,atas early stage of
development and had no alternative future use. ré@benue and expenses of Afmedica have been irntlndbe
consolidated financial statements of the Compaom fOctober 7, 2005.

(e) NeuCaoll, Inc.

On August 6, 2004, the Company completed the stgpisition of NeuColl, Inc. (“NeuColl”), a privateheld U.S. based
company, for cash consideration. Located in Lom§aCalifornia, NeuColl was engaged in the develept and
commercialization of collagen-based products foh@paedic and spinal applications. NeuColl wasuaed primarily for
the intellectual property related to its collageas&d products. On January 31, 2003, through tp@sition of Angiotech
BioMaterials Corp. (formerly Cohesion Technologies,.) (“BioMaterials”), the Company acquired a &% equity interest
in NeuColl, a $200,000 convertible debenture a®®@,000 warrants to purchase common shares of NeaiC§D.50 per
share that were due to expire on February 1, 2098uly 2003, BioMaterials exercised 1,000,006hefwarrants at a cost
of $500,000, increasing the Company’s equity irgete 46.6%. Book values of the Company’s equitgriest at the time
of each initial investment approximated fair markafue. In the final step, the Company acquirédfahe remaining
outstanding common and preferred shares of Ned@uotlash consideration of $13.5 million.

The acquisition was accounted for as a step adiquisising the purchase method of accounting. Gtwpany recognized
its equity interest in the results of NeuColl fbetperiod January 31, 2003, the date it acquigmifgant influence, to
August 6, 2004, the date of acquisition of contrdhe assets, liabilities, revenue and expensdieo€oll have been
included in the consolidated financial statemeffithe® Company from August 6, 2004. Total consitiera which was
determined by the fair value of the consideratimery as at the date of acquisition, including astjiwin costs, was
allocated to the assets acquired and liabilitissimed based on the fair values on the date of sitiquias follows:
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August 6, 2004

$

Cash 1,485
Other current assets 1,365
Property and equipment 207
Other non-current assets 15
Identifiable intangible assets 10,241
Goodwill 4,405
Current liabilities (587)
Deferred income tax liability (2,443)

14,688
Consideration:
Initial investments, including accumulated equitgdme 1,224
Cash paid to stockholders 12,895
Liabilities assumed 404
Acquisition costs 165

14,688

At the acquisition date, NeuColl had distributi@tationships with identifiable benefits. The distition relationships were
valued using a discounted cash flow approach wsidigcount rate of 17% to 18%, resulting in ancated fair value of
$8.7 million at the date of acquisition, which &eing amortized over 10 years. The Company alecatkd $1.5 million

to other identifiable intangible assets which aegb amortized over varying terms of 2 to 10 years.

In the fourth quarter of 2005, the Company decitedose down the offices of NeuColl, Inc. anddaominate its
distribution agreements (see note 4).

(f) Pro forma information (unaudited)
The following unaudited pro forma information iopided for the acquisitions assuming they occuateithe beginning of

the earliest period presented, January 1, 2005hiEberical results for 2005 and 2006 combine #sults of the Company
with the historical results of AMI through to Mar@3, 2006 and of Quill through to June 26, 2006.

Year ended Year ended
December 31, December 31,
2006 2005
$ $
Revenue 350,026 366,604
Net income (loss) from continuing operations, net
of income taxes 1,878 (7,778)
Net loss before change in accounting policy (5)805 (17,073)
Net loss (5,406) (17,073)
Net loss per share
Basic (0.06) (0.20)
Diluted (0.06) (0.20)

The information presented above is for illustrafugposes only and is not indicative of the resthiég would have been
achieved had the acquisition taken place as dbéiginning of the earliest period presented.

The unaudited pro forma information reflects ing¢ren the purchase price calculated at the Compdgrrowing rate
under its Credit Facility and Senior Subordinatexdds for the respective period. The pro forma aetiags for the years
ended December 31, 2006 and 2005 include $24.&bméind $24.6 million, respectively of depreciatenmd amortization
for purchased property and equipment and identéiaiiangible assets.

FINANCIAL INSTRUMENTS AND FINANCIAL RISK

For certain of the Company'’s financial instrumeiris|uding cash and cash equivalents, account$vedade, deposits and
accounts payable and accrued liabilities, the @agrgmounts approximate fair value due to theirsteym nature (see note
10 for the fair value of short-term and long-temagstments). The carrying value of long term dgigtroximates fair value
based on current market rates for debt of the sekand maturities.

Financial risk includes interest rate risk, excharage risk and credit risk. Interest rate riskes due to the Company’s
investments and long term debt bearing fixed isterates. Foreign exchange rate risk arises ast@p of the Company’s
investments which finance operations and a poxicthe Company’s expenses are denominated in dtherU.S. dollars.
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Credit risk arises as the Company provides credistcustomers in the normal course of busind$ge Company carries
out credit evaluations of its customers on a caitig basis. At at December 31, 2006, accountsvabk is net of an
allowance for uncollectible accounts of $546,000e Tompany does not use derivative instrumentsdgd against any of
these financial risks.

7. CASH AND CASH EQUIVALENTS

At December 31, 2006, cash and cash equivalenigdies the following:

December 31, December 31,
2006 2005
$ $
U.S. dollars 66,059 35,355
Canadian dollars 18,233 16,570
Swiss francs 7,365 6,666
Euro block 7,675 3,572
99,332 62,163
8. INVENTORIES
December 31, December 31,
2006 2005
$ $
Raw materials 9,144 165
Work in process 13,738 617
Finished goods 10,737 4
33,619 786
9. ASSETS HELD FOR SALE
December 31, December 31,
2006 2005
$ $
Computer, research and office equipment - 151
Building - 2,857
Land - 2,500
- 5,508

Assets held for sale represented land, buildingeapdpment located at the Company’s research anel@@ment facility in
Palo Alto, California. In December 2005, the Compeaompleted the process of consolidating its neteand
development activities resulting in the closurehaf Palo Alto facility. The land, building and égpent were sold during
the year ended December 31, 2006 for a net ge6®1,000.
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10. SHORT AND LONG-TERM INVESTMENTS

Gross Gross Approximate
unrealized unrealized market and
Cost gains losses carrying value
$ $ $
December 31, 2006
Available-for-sale equity securities 44,598 6,564 4,382) 46,780
Investments recorded at cost 16,345 - - 16,345
60,943 6,564 (4,382) 63,125
Gross Gross Approximate
unrealized unrealized market and
Cost gains losses carrying value
$ $ $
December 31, 2005
Available-for-sale equity securities 38,997 4,344 2,962) 40,379
Available-for-sale debt securities 262,944 - (677) 262,267
Investments recorded at cost 1,211 - - 1,211
303,152 4,344 (3,639) 303,857

Available-for-sale securities

Short-term investments as at December 31, 2006,@8%,000 consist of an investment in
securities in a biotechnology company.

Short-term investments as at December 31, 2005ulngtantially comprised of investment

availablesfale equity

grade comiakdebt with an

average fixed interest rate of 3.9% and maturiteSeptember 2006. Included in short-term investsmanDecember 31,
2005 are investments of $38,299,000 (CDN$44,653,66Aominated in Canadian dollars.

Long-term investments as at December 31, 2006 aweber 31, 2005 include investments in biotechgyotmmpanies
with which the Company has collaborative agreeme@®ss unrealized losses on long-term investneassified as

available for sale at December 31, 2006 relatetosecurity which has been in an unreal

ized losgipo for greater than

twelve months. The Company has determined thadeéne in value is due to variability inherentire biotechnology
industry and is therefore temporary in nature. L-tergn investments at December 31, 2005 also inaj)iedernment

agency notes and corporate bonds with an averatgbtgi maturity of 3.6% and maturities

The cost and approximate market value of availédnesale debt securities by contractual
2005 are as follows:

extendingtme 2008.

maturisyaaDecember 31,

Approximate market

Cost and carrying value
$ $
December 31, 2005
Less than one year 133,342 133,279
Due after one year through three years 129,602 ,9888
262,944 262,267
11. PROPERTY, PLANT AND EQUIPMENT
Accumulated Net book
Cost depreciation value
December 31, 2006 $ $ $
Land 10,635 - 10,635
Buildings 18,564 559 18,005
Leasehold improvements 10,671 2,626 8,045
Manufacturing equipment 18,230 2,226 16,004
Research equipment 5,086 2,766 2,320
Office furniture and equipment 3,353 1,380 1,973
Computer equipment 7,271 4,470 2,801
73,810 14,027 59,783
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Accumulated

Net book

Cost depreciation Value
December 31, 2005 $ $ $
Leasehold improvements 6,755 1,738 5,017
Manufacturing equipment 606 114 492
Research equipment 4,360 2,091 2,269
Office furniture and equipment 2,002 915 1,087
Computer equipment 5,292 3,115 2,177
19,015 7,973 11,042

Depreciation expense for the year ended Decemhe2(86 amounted to $6,389,000 (year ended Decedih2005 -

$3,016,000; year ended December 31, 2004 - $3,2Q).,0

12. GOODWILL AND OTHER INTANGIBLE ASSETS

(a) Intangible Assets

Accumulated Net book
Cost amortization Value
December 31, 2006 $ $ $
Acquired technologies (a) 120,878 27,790 93,088
Customer relationships (b) 108,190 13,194 94,996
In-licensed technologies (c) 54,802 10,717 44,085
Trade names and other (d) 14,280 1,495 12,785
298,150 53,196 244,954
Accumulated Net book
Cost amortization Value
December 31, 2005 $ $ $
Acquired technologies 29,295 14,973 14,322
Customer relationships 1,217 487 730
In-licensed technologies 34,826 4,917 29,909
Trade names and other 678 192 486
66,016 20,569 45,447

(&) Includes $44,700,000 acquired as part of AMI adtjaisand $50,000,000 acquired as part of Quilllasitjon (see

note 5)

(b) Includes $112,400,000 acquired as part of AMI asitjon (see note 5)
(c) Includes $20,900,000 acquired as part of AMI adtjars (see note 5)
(d) Includes $13,600,000 acquired as part of AMI adtjais (see note 5)

Amortization expense for the year ended DecembgP@06 amounted to $32,707,000 (year ended Dece®dih@005 -

$6,983,000; year ended December 31, 2004 - $6,8a),0

The following table summarizes the estimated amatitin expense for each of the five succeedinglfigears for

intangible assets held as of December 31, 2006:

$
2007 28,911
2008 29,000
2009 28,625
2010 27,853
2011 27,716

In December 2006, the Company entered into a diefinagreement with Orthovita Inc. (“Orthovita”) wte Orthovita

purchased the profit-sharing royalty rights for'\t§ AGEL surgical hemostat and CELLPAKER® Collecti®evice

products under our License Agreement for $9.0 amilin cash. The Agreement also provides for theresibn of the term

of the License Agreement from 2014 through July7Z2@thich covers the life of the licensed VITAGELGELLPAKER
patent portfolio. Consequently, the company fullyoatized the unamortized balance of the underlymgngible assets

relating to these products.

(b) Goodwill

The following table summarizes the changes in #reying amount of goodwill for the two years end®etcember 31,

2006, in total and by reportable segment:
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Pharmaceutical Medical Total

Technologies Products
$ $ $

Balance, December 31, 2004 33,346 - 33,346
Goodwill acquired upon acquisition of

Vascular Graft Business (note 5(c)) 12,725 - 12,725
Balance, December 31, 2005 46,071 - 46,071
Goodwill acquired upon acquisition of

AMI (note 5(a)) - 587,326 587,326
Goodwill acquired upon acquisition of

Quill (note 5(b)) - 6,973 6,973
Goodwill transferred to assets from

discontinued operations (note 4) - (9,600) (9,600)
Balance, December 31, 2006 46,071 584,699 630,770

13. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

December 31, December 31,
2006 2005
$ $
Trade accounts payable 11,221 2,572
Accrued license and royalty fees 6,511 6,398
Employee-related accruals 10,834 2,718
Accrued professional fees 8,832 5,960
Accrued contract research 2,114 792
Accrued milestone 5,000 -
Other accrued liabilities 4,470 747
48,982 19,187

14. DEFERRED LEASEHOLD INDUCEMENT

The deferred leasehold inducement is comprisedt@fi@nt improvement allowance and is being amattiseeduce rental
expense on a straight line basis over the terrheofdase from October 2002 to July 2019.

15. LONG-TERM DEBT

@)

December 31, December 31,
2006 2005
$ $
Senior Floating Rate Notes (a) 325,000 -
7.75% Senior Subordinated Notes (b) 250,000 -
575,000 -

Senior Floating Rate Notes

On December 11, 2006, the Company issued SeniatifpRate Notes due December 1, 2013 in the agtgeg
principal amount of $325 million. The Senior FiogtRate Notes bear interest at an annual ratéB®R (London
Interbank Offered Rate) which is reset quarterlys8.75%. Interest is payable quarterly in agear March 1, June
1, September 1, and December 1 of each year thrtougiaturity. The Senior Floating Rate Notes arsecured
senior obligations, are guaranteed by certain ®Cbmpany’s subsidiaries and rank equally in rafhgayment to all
of the Company’s existing and future senior unsdbmatted indebtedness. The guarantees of its gisarsubsidiaries
are unconditional, joint and several. The Compay provided condensed consolidating guarantondiah
information as of December 31, 2006 and 2005 anthfoyears ended December 31, 2006, 2005 and (200 22).

At any time prior to June 1, 2008, the Company negleem up to 35% of the aggregate principal amotiiite Senior
Floating Rate Notes at 100% of the principal amagns$ a premium equal to the interest rate per emapplicable on
the date the notice of redemption is given pluswext and unpaid interest with the net cash procetdse or more
public offerings of the Company’s equity securiti€ee Company may also choose to redeem the notes dime
prior to June 1, 2008 in whole or in part by payangedemption price equal to the sum of:

(1) 100% of the principal amount of the Notes to besegded; plus
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(b)

(2) the Applicable Premium, being the greater of:
a. 1.0% of the principal amount of a note at such tiare
b. the excess of the present value at such time aktliemption price of such note at June 1, 2008
plus any required interest payments due on suahthodugh June 1, 2008 over the principal
amount of the note.

On or after June 1, 2008, the Company may redekeon alpart of the Senior Floating Rate Notes atrddemption
prices (expressed as percentages of principal atneetforth below plus accrued and unpaid inteieany, on the
notes redeemed, to the applicable redemption da&zleemed during the period beginning on theslatdicated
below:

Percentage
Year %
June 1, 2008 104
December 1, 2008 103
December 1, 2009 102
December 1, 2010 101
December 1, 2011 100

In certain change of control situations, the Comyparrequired to make an offer to purchase the-thestanding
Senior Floating Rate Notes at a price equal to 16f.8beir stated principal amount, plus accrued amgiaid interest
to the applicable repurchase date, if any.

In connection with the issuance of the unregist&edior Floating Rate Notes, the Company enteredan
Registration Rights Agreement, pursuant to whiehGompany is required, on or prior to June 9, 20@T7ile an
exchange offer registration statement on an apjatepiorm under the Securities Act of 1933 with Sexurities
Exchange Commission (“SEC”). The Company is suliginterest penalties for any late filing of tregistration
statement.

Senior Subordinated Notes

On March 23, 2006, the Company issued 7.75% Séhibordinated Notes due April 1, 2014 in the agde=ga
principal amount of $250 million. The Senior Suttinated Notes and the Term Loan (Note 15(c)) weesluo fund
the Company's acquisition of AMI. Interest is galgasemi-annually in arrears on April 1, and Octobeof each year
through to maturity. The Senior Subordinated Naied related Note guarantees provided by the Compadiyertain
of its subsidiaries are subordinated to seniorbteiness The Company has provided condensed consolidating
guarantor financial information as of DecemberZ106 and 2005 and for the years ended Decemb&0886, 2005
and 2004 (note 22).

At any time prior to April 1, 2009, the Company nmrageem up to 35% of the aggregate principal amotitie
Senior Subordinated Notes at 107.75% of the prai@mount plus accrued and unpaid interest witm#tecash
proceeds of one or more offerings of the Compaegisity securities or convertible debt. The Compaway also
choose to redeem the Notes at any time prior tal Ap2009, in whole or in part by paying a redeioptprice equal to
the sum of:

(1) 100% of the principal amount of the notes to beeaded; plus
(2) the Applicable Premium, being the greater of:
a. 1.0% of the principal amount of a note at such tiare
b. the excess of the present value at such time aktemption price of such note at April 1, 2009
plus any required interest payments due on suahthodbugh April 1, 2009 over the principal
amount of the Note.

On or after April 1, 2009, the Company may redeéiraraa part of the Senior Subordinated Notes atrddemption
prices (expressed as percentages of principal afnsetnforth below plus accrued and unpaid inteféaty, on the
notes redeemed, to the applicable redemption daezleemed during the twelve-month period begigron April 1 of
the years indicated below:

Percentage
Year %
2009 105.813
2010 103.875
2011 101.938
2012 and thereafter 100.000
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In certain change of control situations, the Comyparrequired to make an offer to purchase the-thestanding
Senior Subordinated Notes at a price equal to 16fifteir stated principal amount, plus accrued amgiaid interest
to the applicable repurchase date, if any.

In connection with the issuance of the Senior Sdinated Notes, the Company entered into a Redgmtr&ights
Agreement, pursuant to which the Company was reduon or prior to September 19, 2006, to file xrthange offer
registration statement on an appropriate form utfteSecurities Act of 1933 with the SEC. Thestagtion
statement was filed on October 24, 2006 and wasudeteffective by the SEC on December 19, 2006.

(c) Credit Facility

On March 23, 2006, the Company entered into a $dillon senior secured facility (the “Credit Fatyll) which
included a $350 million senior secured term lo&e (fTferm Loan”) maturing March 23, 2013 and a $7Hion
revolving senior secured credit facility maturingdh 23, 2011. Borrowings under the Credit Facikigre comprised
of Eurodollar loans and Base Rate loans. Eurodlmbns bore interest at an applicable rate basdti®leverage
ratio plus an adjusted LIBOR rate payable on teeday of the one, two or three month interestquriapplicable to
the borrowing. Base Rate loans bore interest ajpaticable rate based on the leverage ratio pleigiteater of (a) the
Prime Rate and (b) the Federal Funds Effective Blate0.5% payable on the last business day of ealeindar
quarter. The applicable rate for term loans rarfgea 0.25% to 1.5% and the applicable rate foohéng loans
ranged from 0% to 2%.

On December 11, 2006, the Company repaid the oulistg principal amount of the Term Loan of $319.idiom
with the net proceeds from the Senior Floating Rédees offering plus cash on hand and terminatedetiolving
credit commitment.

(d) Covenants

Material covenants in the indentures governing3beior Subordinated Notes and Senior Floating Rates (the
“Indentures”) specify maximum or permitted amoufotscertain types of capital transactions and igstand under
specified circumstances prohibit, the payment widdinds by the Company. If the Senior Subordin&tetes or
Senior Floating Rate Notes are rated investmemtegaad no event of default exists, certain covenaiit no longer
apply. Outstanding principal amounts and interestwed and unpaid may become immediately due ayabf@aupon
the occurrence of events of default specified altidentures. There are also certain limitatiomgaigset sales and
subsequent use of proceeds pursuant to the Inésntés of December 31, 2006, the Company wasrimptiance
with all covenants and was not in breach of anyigion of the Indentures governing the Senior Sdbated Notes
and Senior Floating Rate Notes that would causevent of default to occur.

(e) Deferred Financing Costs
In 2006, the Company incurred debt issuance céd8@?2 million in connection with the issuancdarig-term debt.

Deferred financing costs are capitalized and axexdlton a straight-line basis, which approximateseffective
interest rate method, to interest expense ovdifthef the debt instruments.

Accumulated Write Net book
Cost amortization Down value
December 31, 2006 $ $ $ $
Debt issuance costs relating to:
Senior floating rate notes 7,000 56 - 6,944
Senior subordinated notes 8,718 817 7,901
Credit facility 10,443 1,146 9,297 -
26,161 2,019 9,297 14,845

In connection with the refinancing (note 15(c)k tBompany expensed the unamortized balance oishelatnce costs
associated with the Credit Facility resulting iwdte down of deferred financing costs of $9,29D,00
16. SHARE CAPITAL
a) Authorized

200,000,000 Common shares without par value
50,000,000 Class | Preference shares without paeva

The Class | Preference shares are issuable insS&he directors may, by resolution, fix the numtieshares in a series of

Class | Preference shares and create, define tawth &fpecial rights and restrictions as requifddne of these shares are
currently issued and outstanding.
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During the year ended December 31, 2006, the Coyniganed 692,218 common shares upon exercisesaif sptions
(year ended December 31, 2005 — 333,567, year ddeegimber 31, 2004 — 783,428). The Company igsemsshares to
satisfy stock option exercises.

b) Stock Options
Angiotech Pharmaceuticals, Inc.

In June 2006, the stockholders approved the adopfithe 2006 Stock Incentive Plan (“2006 Plan”)athsuperseded the
previous stock option plans. The 2006 Plan incateat all of the options granted under the prevgtask option plan and,
in total, provides for the issuance of non-trarediée stock-based awards to purchase up to 13,9 ¢a8mon shares to
employees, officers, directors of the Company, perdons providing ongoing management or consustamgices to the
Company. The Plan provides for, but does not regttie granting of tandem stock appreciation gghét, at the option of
the holder, may be exercised instead of the unideriyption. When the tandem stock appreciationtrig/lexercised, the
underlying option is cancelled. The optionee reegishares of common stock with a fair market vatyeal to the excess of
the fair value of the shares subject to the opdibtie time of exercise (or the portion thereoésgercised) over the
aggregate option price of the shares set forthéroption agreement. The exercise of tandem siogieaiation rights is
treated as the exercise of the underlying optibime exercise price of the options is fixed by tleail of Directors, but will
always be at least equal to the market price ottmmon shares at the date of grant, and for opigsued under the 2006
Plan, the term may not exceed five years. Fowooptgrandfathered from the stock option plans piadkngiotech’s 2004
Stock Option Plan, the term does not exceed 1Gyeaptions granted are also subject to certaitingeprovisions.
Options generally vest monthly after being grarteer varying terms from two to four years.

In October 2006, pursuant to the 2006 Plan, thei@amyissued to all optionees under the 2006 Pla@tandem stock
appreciation right for each option granted on tera®ctober 1, 2002 that remains outstanding. mbdification of the
stock options did not result in a change in faluea

A summary of CDN$ stock option transactions isa®ws:

Weighted average  Aggregate

No. of Weighted average remaining intrinsic
Optioned exercise price contractual value
Shares (in CDN$) term (years) (in CDN$)
Outstanding at December 31, 2005 8,832,193 16.77
Granted 244,650 15.86
Exercised (624,094) 10.47
Forfeited (1,145,173) 18.69
Outstanding at December 31, 2006 7,307,576 16.98 3.98 5,329
Exercisable at December 31, 2006 6,366,685 16.51 4.04 5,329

These options expire at various dates from Decert®eP007 to December 17, 2012.

On February 5, 2007, the Company granted 1,1200008$ stock options to certain executive officerd ather
employees at an exercise price of CDN$8.90, expioim February 5, 2012.

A summary of U.S.$ stock option transactions ifodews:

Weighted average  Aggregate

No. of Weighted average remaining intrinsic
Optioned exercise price contractual value
Shares (in U.S.$) term (years) (in U.S.$)
Outstanding at December 31, 2005 273,255 15.81
Granted 10,000 8.58
Exercised (68,124) 10.36
Forfeited (3,163) 17.64
Outstanding at December 31, 2006 211,968 17.18 3.16 -
Exercisable at December 31, 2006 94,936 17.62 3.08 -

These options expire at various dates from Jan2@yr2010 to July 19, 2010.

On February 5, 2007, the Company granted 790,0808stock options to certain executive officers atiger employees
at an exercise price of $7.65, expiring Februarg(d.,2.
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American Medical Instruments Holdings, Inc. (“AMI”)

On March 9, 2006, AMI granted 304 stock optionsem@MI’s 2003 Stock Option Plan which were subjectlosing the
acquisition of AMI by the Company. Each AMI stagftion will convert into approximately 3,852 Angeah shares upon
exercise. All outstanding options and warrangggd prior to the March 9, 2006 grant were setited cancelled upon
the closing of the acquisition. Under the AMI staxgition plan, options to purchase common stockMf Aay be granted
to certain employees and directors at an exercise pqual to the estimated fair market value efuhderlying stock on the
date of grant. All options have a term of ten yeard vest over a six year graded vesting scheditthecartain provisions
for accelerated vesting. No further stock optiaisbe granted out of AMI's 2003 Stock Option PlaAs at December 31,
2006, 1,171,092 Angiotech shares were reservedcmnamodate future exercises of the AMI options. Hievalue of the
AMI stock options was determined to be $6.9 millaord will be recognized as compensation expensetbgeost
acquisition requisite service period.

Weighted average  Aggregate

No. of Weighted average remaining intrinsic
Optioned exercise price contractual value
Shares (in U.S.$) term (years) (in U.S.$)
Outstanding at December 31, 2005 - -
Granted 1,171,092 15.44
Forfeited (296,624) 15.44
Outstanding at December 31, 2006 874,468 15.44 9.20 -
Exercisable at December 31, 2006 - 15.44 - -

c) Stock-based compensation expense

The Company recorded stock-based compensation sxpé1$6,100,000 for the year ended December 316 20
($6,072,000 for the year ended December 31, 2088,19,000 for the year ended December 31, 2004jimglto awards
granted under its stock option plan, modified dtleé subsequent to October 1, 2002. The estinfateslalue of the stock
options granted is amortized to expense on a htrdiite basis over the vesting period and was egéthon the date of
grant using the Black-Scholes option pricing maslig¢h the following weighted average assumptionsgi@nts in the
respective periods:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2006 2005 2004

Dividend Yield Nil Nil Nil
Expected Volatility 40.4% - 43.3% 41.1% - 43.7% .(B% - 46.6%
Weighted Average Volatility 42.9% 42.7% 46.4%
Risk-free Interest Rate 4.01% - 4.50% 2.97% - %82 2.56% - 3.86%
Expected Term (Years) 3-5 3 3

The weighted average fair value of stock optiormntgd in the years ended December 31, 2006, 2002G0% are
presented below:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2006 2005 2004
CDNS$ options $5.29 $5.84 $10.67
U.S.$ options $6.48 $5.78 -

A summary of the status of the Company’s nonvesfgibns as of December 31, 2006 (excluding the Atdtk options)
and changes during the year ended December 31, BOf@sented below:

Weighted average

No. of grant-date

Optioned fair value

Nonvested CDN$ options Shares (in CDN$)
Nonvested at December 31, 2005 1,754,281 $7.77
Granted 244,650 $5.29
Vested (775,356) $7.34
Forfeited (282,684) $6.80
Nonvested at December 31, 2006 940,891 $6.70
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Weighted average

No. of grant-date

Optioned fair value

Nonvested U.S.$ options Shares (in U.S.$)
Nonvested at December 31, 2005 158,177 $5.77
Granted 10,000 $2.58
Vested (50,395) $5.77
Forfeited (750) $5.90
Nonvested at December 31, 2006 117,032 $5.50

As of December 31, 2006, there was $5,271,000taf tmrecognized compensation cost related to rsiadestock options
granted under the Angiotech Plan. These costexgrected to be recognized over a weighted averagedoof 2.39 years.

As of December 31, 2006, there was $3,534,000taf tmrecognized compensation cost related to dmested AMI
stock options. These costs are expected to bgmemm over a period of 5.25 years on a straigig-tiasis as a charge to
income. The total fair value of options vestediniyithe year ended December 31, 2006 was $nill dseaAMI stock
options remain unvested.

During the years ended December 31, 2006, 2002@84 the following activity occurred:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
(in thousands) 2006 2005 2004
Total intrinsic value of stock options exercised:
CDNS$ options 2,282 1,580 9,478
U.S.$ options 361 661 1,888
Total fair value of stock awards vested 5,386 B,07 5,810

Cash received and income tax benefit from stocloopixercises for the year ended December 31, 2@06 $6,485,000
and $591,000, respectively.

During the year ended December 31, 2005, as & i@seinployee termination agreements, the Compaoglerated the
vesting of 156,481 stock options to an immediating from approximately 1.9 years. The Companypmed
compensation expense of $852,000 based on theagstirfair values of the modified awards. The et fair values
were determined using the Black-Scholes optionimpgionodel using the following assumptions: dividemeld — nil;
volatility — 40%, risk-free interest rate 2.69% anected life — 259 days.

During the year ended December 31, 2004, as thét @fsan employee termination agreement, the Compacelerated
the vesting of 86,635 stock options to an immediatging from approximately 2.5 years. The Compaueprded
compensation expense of $627,000 based on theagstirfair values of the modified awards. The esmtié fair values
were determined using the Black-Scholes optionimpgicnodel using the following assumptions: dividemeld — nil;
volatility — 42%, risk-free interest rate 2.27% angected life — 91 days.

The Black-Scholes pricing model was developed fa&r in estimating the fair value of traded optioimsclv have no vesting
restrictions and are fully transferable. In additioption valuation models require the input ofitygsubjective
assumptions including the expected stock pricetVitya The Company’s employee stock options hakaracteristics
significantly different from those of traded opt®and changes in the subjective input assumptiamsmaterially affect the
fair value estimate.

d) Stockholder rights plan

Pursuant to a stockholder rights plan ("the Plapfjroved February 10, 1999, amended and restatibthooh 5, 2002 and
again on June 9, 2005, the holder of the righnt&tled to acquire, under certain conditions, comrsbares of the
Company at a 50% discount to the market upon apeasgroup of persons acquiring 20% or more ofcibilamon shares
of the Company. The rights are not exercisabtdénevent of a Permitted Bid as defined in the Plaine Plan has a term
of 9 years, subject to reconfirmation by the stad#tbrs at the annual stockholder meeting in 2008.
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INCOME TAXES

(@) The components of the provision for (recoveryinfpme taxes from continuing operations are devia:

Year ended Year ended Year ended
December 31, December 31, December 31,
2006 2005 2004
$ $ $
Current income tax expense:
Canada 19,474 21,707 2,549
Foreign 11,671 57 37
31,145 21,764 2,586
Deferred income tax expense (recovery):
Canada (1,259) 11,622 (8,495)
Foreign (19,607) (5,331) (274)
(20,866) 6,291 (8,769)
Income tax expense (recovery) 10,279 28,055 (6,183
(b) The provision for income taxes is based on nagnme (loss) from continuing operations before inedaxes as
follows:
Year ended Year ended Year ended
December 31, December 31, December 31,
2006 2005 2004
$ $ $
Canada 28,125 76,365 66,646
Foreign (5,952) (39,906) (19,850)
22,173 36,459 46,796

(c) The reconciliation of income tax attributable totinuing operations computed at the statutory &&sto income tax
expense (recovery), using a combined Canadiandkded provincial tax rate, is as follows:

Year ended Year ended Year ended
December 31, December 31, December 31,
2006 2005 2004
$ $ $

Net income (loss) before income taxes 22,173 55,4 46,796
Statutory tax rate 34.1% 34.9% 35.6%
Expected income tax expense (recovery) 7,561 12,72 16,659
Tax rate changes on deferred tax assets and
liabilities 468 449 -
Foreign tax rate differences (9,821) 3,208 3,096
Provincial income tax credits (1,443) - -
Research and development investment tax credits 5122 (2,898) (2,147)
Tax effect of foreign exchange losses (732) (3)959 (5,903)
Losses and write-downs not deductible for tax
purposes - 11,600 2,094
Change in valuation allowance 15,497 7,697 (20,910

Change in valuation allowance adjusted to goodwil(14,948)
Reassessment of prior years’ taxes [see paragraph

U] 9,125 - -
Income taxes on taxable disposition not included in

accounting income 5,617 - -
Tax accrual for undistributed earnings of foreign

subsidiaries 2,285 - -
Permanent differences and other (818) (766) 928
Income tax expense (recovery) 10,279 28,055 (6,183
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(d) The tax effect of temporary differences that gige to significant components of the deferirembme tax assets and
deferred income tax liabilities are presented below

December 31, December 31,
2006 2005
$ $
Deferred income tax assets
Property, plant and equipment 2,786 8,191
Operating loss carry forwards 21,815 12,581
Capital loss carry forwards 3,901 4,960
Research and development investment tax credits 4,568 3,276
Other assets 11,025 22,804
Total gross deferred income tax assets 44,095 51,812
Less: valuation allowance (10,986) (26,483)
Total deferred income tax assets 33,109 25,329
Deferred income tax liabilities
Identifiable intangible assets [see note (5)] 88,5 5,106
Property, plant and equipment 5,523 -
Research and development investment tax credits 2 69
Tax deductions in excess of accounting deductions - 7,170
Total deferred tax liabilities 94,746 12,276
Net deferred income tax assets (liabilities) (64,637) 13,053

The realization of deferred income tax assets jiedéent upon the generation of sufficient taxatd®eine during future
periods in which the temporary differences are etqubto reverse. The valuation allowance is reggbweriodically and if
the assessment of the “more likely than not” ddtehanges, the valuation allowance is adjustedrdargly. The valuation
allowance continues to be applied against certefarced income tax assets where the Company hassaskthat the
realization of such assets does not meet the “filaly than not” criteria. During 2006, the Comparleased the
valuation allowance relating to certain U.S. netmaping loss carryforwards and investment tax tsedialling
$14,498,000 (2005 - $nil).

(e) The Company has unclaimed U.S. federal and staarch and development investment tax creditpprbaimately
$4,568,000 (available to reduce future U.S. inctemes otherwise payable).

The Company has a net operating loss carry forlvatahnce of approximately $115,635,000 (DecembeBQ5 -
$61,669,000) available to offset future taxableime in the U.S. ($39,449,000) and Switzerland (#36,000). A portion
of the losses in the U.S. are subjected to linmtabut the Company does not expect the limitatidhimpair the use of any
of the losses.

The Company has a net capital loss carryforwardrza of approximately $14,381,000 (December 3152¢£10,811,000)

available to offset future taxable capital gain&is. ($1,242,000) and Canada ($13,139,000). &péat losses can be
carried forward indefinitely.
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The investment tax credits and loss carry forwasgsre as follows:

Federal Provincial/state Loss
investment tax investment tax carryforwards
credits credits
$ $ $

2008 - 15 -
2009 - 65 5,916
2010 - 4 8,303
2011 - - 13,389
2012 - - 41,606
2013 436 72 6,972
2014 573 - -
2015 464 - -
2016 278 - -
2017 189 771 -
2018 232 27 -
2019 457 - -
2020 276 19 -
2021 203 - 2,166
2022 - 154 1,068
2023 - 132 9,539
2024 - 201 4,693
2025 - - 13,634
2026 - - 8,349
3,108 1,460 115,635

(f) In September 2006, the Quebec National Assemtalgted legislation (Bill 15) that retroactively clyma certain tax
laws that subject the Company to additional tareshHfe 2004 and 2005 taxation years. As a re$@uebec income tax
assessments received, an amount of $9,100,006tforective provincial tax has been expensed irctient year. As of
December 31, 2006, a total of $11,606,000 has deemued. Of that amount, $1,582,000 and $9,04.6@ges to the
2004 and 2005 taxations years respectively and,$982elates to interest. The Company has fileghéb objection
notices for these unpaid assessments and will explbalternatives to mitigate any tax liabilitiHowever; at the current
time the Company is unable to estimate the likethof success.

COMMITMENTS AND CONTINGENCIES
(a) Commitments
i) Lease commitments

The Company has entered into operating lease agreerfor office and laboratory space which exgireagh July
2019. Future minimum annual lease payments unésetteases are as follows:

$

2007 2,970
2008 2,524
2009 1,859
2010 1,742
2011 1,691
Thereafter 11,929

22,715

Rent expense for the year ended December 31, 2666raed to $2,140,000 (year ended December 31, 2005
$1,335,000; year ended December 31, 2004 - $1,2@p,0

i) Contractual commitments

The Company may be required to make milestone]tsoyand other research and development fundingneays
under research and development collaboration amet egreements with third parties. These paynaetsontingent
upon the achievement of specific development, etgey and/or commercial milestones. The Comparsyriva
accrued for these payments as of December 31, @860 the uncertainty over whether these milestovik be
achieved. The Company’s significant contingerestone, royalty and other research and developo@mnmitments
are as follows:
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Quill Medical, Inc. (“Quill™),

In connection with the acquisition of Quill in Ju@06 (note 5(b)), the Company may be requiredakenadditional
contingent payments of up to $160 million uponahievement of certain revenue growth and developme
milestones. These payments are primarily contingpon the achievement of significant incremergabnue growth
over a five year period, subject to certain condisi. The Company is also committed to minimum cencralization
expenditures on the products acquired of $7.85anilh the first year and $10.0 million in eachtloé second and
third years of the agreement.

CombinatoRx Incorporated (“CombinatoRx")

In October 2005, the Company entered into a Researd License Agreement with CombinatoRx. The boltation
involves a joint research effort to combine ComboiRx’s combination drug discovery platform and dafiges with
the Company’s expertise in local drug selection deld/ery across a number of disease areas. Asidmnation for the
license, the Company paid an upfront license paymee@ombinatoRx of $27.0 million and has the optio extend
the research collaboration from 30 months to 60thofor additional consideration of $7.0 milliofthe upfront
license payment was treated as in-process resaadctevelopment as the CombinatoRx technology tas aarly
stage of development and had no alternative futsee CombinatoRx will also receive milestone payisiend
royalties for each combination pharmaceutical commglosuccessfully developed and commercialized eyXbmpany.

Afmedica, Inc. (“Afmedica”)

In connection with the acquisition of Afmedica irctOber 2005 (note 5(d)), the Company may be reduoenake
milestone payments totaling $10.0 million to formddmedica equity holders should the Company reastam
development and regulatory milestones with respeahy Afmedica product.

Poly-Med, Inc. (“Poly-Med”)

In April 2004, the Company entered into a Licengge®ment with Poly-Med which granted the Comparghesive
and non-exclusive rights to several of Poly-Medy kechnologies, including a portfolio of absortealihd
biodegradable polymers and drug delivery technekgiUnder this agreement, the Company is comntitt@eaaking
quarterly research and development funding paymntetating $6.0 million over the five year term bktagreement.
The Company is also committed to make paymentd df fillion on each of the first and second anrsaees of the
agreement contingent upon performance by bothgsamihich were paid in April 2005 and 2006, andifetmilestone
and royalty payments upon achievement of certaiical and commercial development milestones.

National Institute of Health (“NIH")

In November 1997, the Company entered into an sikatlicense agreement with the Public Health Seroi the
United States, through the NIH whereby the Compaay granted an exclusive, worldwide license toabert
technologies of the NIH relating to the use of ftagél. Pursuant to this license agreement, the @amy agreed to pay
NIH milestone payments upon achievement of cethirical and commercial development milestones e
royalties on net product sales.

(b) Contingencies

i)  The Company may, from time to time, be subjectiamts and legal proceedings brought against ihértormal
course of business. Such matters are subjectriy maertainties. Management believes that adequat
provisions have been made in the accounts whetéregljand the ultimate resolution of such contirgges will
not have a material adverse effect on the finarpmaltion of the Company

i) Atthe European Patent Office (EPO), various pateither owned or licensed by or to the Companyrare
opposition proceedings. In EP0706376, the EPQiraieJanuary 25, 2005 that an amended form ofdtenp
was valid, including claims directed to stents edawith a composition of paclitaxel and a polymeacrier.
None of the parties to that proceeding appealedidieesion. Two non-parties to the proceeding syhsetly
submitted various documents to the EPO, includingdes of Intervention and of Appeal. On March 2d07,
the EPO is scheduled to hold an Oral Hearing terdghe whether these Notices of Intervention andpgdeal
were validly filed. In EP0711158, the EPO issuethmunications on October 26, 2006, including a jsional
opinion and a notice for Oral Hearing scheduleddotober 25, 2007. In EP0809515, the parties baghanged
briefs and are now awaiting further communicatiamf the EPO. In EP0975340, the parties are exéhgng
briefs and awaiting communication from the EPOER1118325, notices of opposition were filed i [2006,
and the parties are waiting for the EPO to takéh@rraction. In EP1155690, briefs are being exghdrby the
parties, and no date for an Oral Hearing has beenAso in Europe, an Opposition was filed agains
EP0830110, which covers one of Angiotech’s LifeSf¥avascular graft products. In an Oral Hearing toeid
September 28, 2006, the EPO determined that tlemfpats valid with certain claim amendments. Theoment
has appealed this decision. The ultimate outcorhfsese oppositions, including possible appeaks yaicertain
at this time.

iii) In response to an Opposition filed by a third patttg Board of Appeals of the Japanese Patentedffsued a

decision in February 2006, finding that the Hurfgé?) Patent 3423317 for a paclitaxel stent waslighvan
response, the Company filed a lawsuit againstdpardese Patent Office, and a hearing was held oerfieer 11,
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2006, pursuant to which the Court requested additimformation, and scheduled a second Hearing\foil 17,
2007.

iv) In February 2005, the Company together with Bo§oientific Corporation commenced a legal actiothi
Netherlands against Conor Medsystems Inc. for patéingement. In November 2005, Conor MedSystémas
commenced a legal action in the Netherlands agtiiesSEompany, asserting that the NL member of the
EP0706376 patent is invalid and should be revolkedguments in the Conor v. Angiotech litigationtire
Netherlands were heard by the Court on Octobe2@F6. On January 17, 2007, the Court issued fueigment,
finding that the broadest claim in the patent waisvalid, however a narrower claim was valid, andHermore
Conor’s CoStar stent was an infringement of thisawer claim. The Court requested that various safions be
made by April 18, 2007 in regard to potential clamendments.

v) In February 2005, a claim was filed by Conor Metlsys, Inc. in a court in the United Kingdom allegithat
one of the Company's U.K. stent patents is invatid was seeking to have that patent revoked. ®rukey 24,
2006, a UK court ruled in favor of Conor, findirttat Angiotech’s EP (UK) Hunter Patent was invalid.
Angiotech launched an appeal, which was heard aember 11-14, 2006. On January 16, 2007, the @burt
Appeals dismissed Angiotech’s appeal because itladed that the trial court correctly found thag tiaimed
invention was not patentable. The Company fil&kation with the House of Lords to request thatttouse of
Lords overrule the lower court decision.

vi) On March 31, 2005, a claim was filed by Conor Mest8wys Inc. in a court in Australia, alleging indétly of
three of the Company’s Australian patents. Thagnelwas set to be heard by the Court in Februa®y 20
however in December 2006 Conor advised the Coatt@oStar may be coming onto the Australia market.
Thereafter, the Court bifurcated the trial, agrggmhear one issue (entitlement) on March 12-0672and all
other issues over a 6 week period in Septembefataber 2007.

vii) In April 2005, the Company together with BostoneBiific Corporation commenced a legal action in the
Netherlands against Sahajanand Medical Technol®yied td. for patent infringement. The hearingsvld in
March 2006. In May 2006, the Dutch court ruledawor of Angiotech, finding that Angiotech’s EP (NHunter
patent was valid, and that SMT’s Infinnium stevets infringing that patent. SMT has filed an appaad is
currently enjoined from selling their stent in thetherlands pending resolution of that appeal.

viii) In December 2005, the Company together with BoStientific Corporation commenced a Preliminary
Injunction Proceeding in the Netherlands againssBnsors International Group Ltd. and six relatedmanies
including Occam International BV, requesting a ipn@lary injunction. In March 2006, a Dutch counted
against Angiotech’s request for a preliminary irgtion against Occam and its distributor. An appess filed by
Angiotech and may be heard late in 2007.

ix) The Company enters into indemnification agreemettts certain officers and directors. In additidine
Company enters into license agreements with thartigs that include indemnification provisions lire tordinary
course of business that are customary in the ingdu3tose indemnifications generally require tr@rpany to
compensate the other party for certain damagesastd incurred as a result of third party claimgamages
arising from these transactions. In some casesndximum potential amount of future payments ¢toatid be
required under these indemnification provisiongriBmited. These indemnification provisions maywe
termination of the underlying agreement. The retfrthe indemnification obligations prevents tte@any
from making a reasonable estimate of the maximurerial amount it could be required to pay. Higtalty, the
Company has not made any indemnification paymamiemusuch agreements and no amount has been aatrued
the accompanying consolidated financial statemeittsrespect to these indemnification obligatiomtowever,
the Company maintains liability insurance that teithe exposure and enables the Company to reaayduture
amounts paid, less any deductible amounts pursadhe terms of the respective policies, the ammohtvhich
are not considered material.

19. SEGMENTED INFORMATION

The Company operates in two reportable segmeit®hérmaceutical Technologies and (ii) Medicaldrets. Prior to the
acquisition of AMI the Company reported its opayati under one segment, drug-eluting medical degndsiomaterials.

The Pharmaceuticals Technologies segment inclua@dty revenue generated from out-licensing tecbawlelated to the
drug-eluting stent, biomaterials and other techgie®. This segment also includes our internaleatdrnal research and
development activities and our corporate activities

The Medical Products segment includes the opemtiequired through AMI and Quill, which are focusedthe direct
manufacturing and marketing of a wide range oflsinge, specialty medical devices including suheedles, biopsy
needles / devices, micro surgical ophthalmic knideainage catheters, self-anchoring sutures amet gpecialty devices.

The Company evaluates the performance of its seignb@sed on operating income. Certain other incamieexpenses are
not allocated to segments as they are not considierevaluating the segment’s operating performandeallocated
income and expenses include foreign exchange, timees income and interest expense.
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The following tables represent reportable segm#otination for the years ended December 31, 20085 2nd 2004:

Year ended Year ended Year ended
December 31, December 31, December 31,
2006 2005 2004
$ $ $
Revenue
Pharmaceutical Technologies 180,650 199,648 2836,
Medical Products 134,425 - -
Total revenue 315,075 199,648 126,231
Depreciation and amortization
Pharmaceutical Technologies 12,923 9,540 9,235
Medical Products 23,091 - -
Total depreciation and amortization 36,014 9,540 ,239
Operating income
Pharmaceutical Technologies 55,438 31,328 39,078
Medical Products 4,784 - -
Total operating income 60,222 31,328 39,078
Other income (expenses) (38,049) 5,131 7,718
Income from continuing operations before
income taxes 22,173 36,459 46,796

The following tables represent total assets andalaxpenditures for each reportable segment aebéer 31, 2006 and
December 31, 2005:

December 31, December 31,
2006 2005
$ $

Total assets

Pharmaceutical Technologies 266,382 494,694

Medical Products 939,492 -
Total assets 1,205,874 494,694
Capital expenditures

Pharmaceutical Technologies 8,941 4,127

Medical Products 3,962 -
Total capital expenditures 12,903 4,127

Geographic information

Revenues are attributable to countries based olothéon of the Company’s customers or, for reefram collaborators,
the location of the collaborator’s customers:

The following tables present revenue and long-liassets including goodwill by geographical area:

Revenue
For the year ended December 31,
2006 2005 2004
$ $ $
United States 211,529 155,202 103,601
International 103,546 44,446 22,630
Total 315,075 199,648 126,231
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Long-lived assets

For the year ended December 31,

2006 2005 2004
$ $ $
United States 611,002 45,989 63,018
Canada 35,741 32,494 34,258
International 288,764 24,077 16,993
Total 935,507 102,560 114,269

During the year ended December 31, 2006, revermne dne licensee represented approximately 51%talf tevenue (92%
and 89%, respectively, for the years ended DeceBihe2005 and December 31, 2004).

20. INCOME (LOSS) PER SHARE

Income (loss) per share was calculated as follows:

Year ended Year ended Year ended
December 31, December 31, December 31,
2006 2005 2004
$ $ $

Numerator:

Net income from continuing operations 11,894 8,404 52,979

Net loss from discontinued operations,

net of income taxes (7,708) (9,591) (527)

Cumulative effect of change in accounting

policy 399 - -

Net income (loss) 4,585 (1,187) 52,452
Denominator:

Basic weighted average common

shares outstanding 84,752 84,121 83,678

Dilutive effect of stock options 685 1,603 2,019

Diluted weighted average common

shares outstanding 85,437 85,724 85,697
Basic net income (loss) per common share:

Continuing operations 0.14 0.10 0.63

Discontinued operations (0.09) (0.11) -

Total 0.05 (0.01) 0.63
Diluted net income (loss) per common
share:

Continuing operations 0.14 0.10 0.62

Discontinued operations (0.09) (0.11) (0.01)

Total 0.05 (0.01) 0.61

For the year ended December 31, 2006, 6,301,054 efations were excluded from the calculation ddtéd net income
(loss) per common share, as the effect of incluttiegn would have been anti-dilutive (2,905,543tfer year ended

December 31, 2005; 1,283,679 for the year ende@iier 31, 2004).
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21. CHANGE IN NON-CASH WORKING CAPITAL ITEMS RELA TING TO OPERATIONS AND
SUPPLEMENTAL CASH FLOW INFORMATION

The change in non-cash working capital items negptd operations was as follows:

Year ended Year ended Year ended
December 31, December 31, December 31,
2006 2005 2004
$ $ $
Accrued interest on short-term and long-term
investments 3,235 (1,368) (1,778)
Accounts receivable 3,019 (1,494) 3,748
Inventories (4,854) (172) 1,073
Prepaid expenses and other assets (526) (247) 1,612
Accounts payable and accrued liabilities (5,272) (1,935) 13,564
Income taxes payable 7,200 3,701 1,216
Interest payable 6,614 - -
9,416 (1,515) 19,435
Supplemental disclosure:
Year ended Year ended Year ended
December 31, December 31, December 31,
2006 2005 2004
$ $ $
Short-term investments received as consideration ,0008 - -
Interest paid 26,865 - -
Income taxes paid 15,207 15,826 730
Investments not yet paid 5,000 - -

22. CONDENSED CONSOLIDATING GUARANTOR FINANCIAL I NFORMATION

The following presents the condensed consolidairyantor financial information as of DecemberZ106 and 2005, and
for the years ended December 31, 2006, 2005 andl 20@he direct and indirect subsidiaries of thenpany that serve as
guarantors of the $250 million 7.75% senior submatiéd notes issued on March 23, 2006 due in 20d4remsenior
floating rate notes issued on December 11, 2006rd2813, and for the Company’s subsidiaries tlwahot serve as
guarantors. Non-guarantor subsidiaries includeSthiss subsidiaries and a Canadian Trust that cajusstintee the debt
of the Company. All of the Company’s subsidiades 100% owned, and all guarantees are full andnditonal, joint

and several.
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Condensed Consolidating Balance Sheet

December 31, 2006

Parent Company

Angiotech Non-
Pharmaceuticals, Guarantor Guarantor Consolidating  Consolidated
Inc. Subsidiaries Subsidiaries Adjustments Totals

ASSETS
Current assets
Cash and cash equivalents 59,495 12,308 27,529 ,3329
Short-term investments - - 9,285 - 9,285
Accounts and notes receivable 346,305 59,346 298,99 (679,412) 25,231
Inventories - 28,365 6,006 (752) 33,619
Deferred income taxes, current
portion 856 4,469 47 - 5,372
Prepaid expenses and other
current assets 3,656 2,075 572 - 6,303
Assets from discontinued
operations, current portion - 1,405 960 - 2,365
Total current assets 410,312 107,968 343,391 (68N 181,507
Long-term investments 32,695 20,625 520 - 53,840
Property, plant and equipment 14,330 37,184 8,269 59,783
Investment in subsidiaries 592,838 419,022 - (1,840 -
Intangible assets 20,749 198,383 25,822 - 244,954
Goodwill - 531,720 99,050 - 630,770
Deferred income taxes 4,804 - - - 4,804
Deferred financing costs 14,845 - - 14,845
Other assets 81 174 - - 255
Assets from discontinued
operations 13,553 1,563 15,116
Total assets 1,090,654 1,328,629 478,615 (1,699,02 1,205,874
LIABILITIES AND
STOCKHOLDERS' EQUITY
Current liabilities
Accounts payable, notes payable
and accrued liabilities 23,700 607,657 93,984 (876) 48,982
Income taxes payable 670 (521) 11,653 (78) 11,724
Interest payable on long-term debt 6,614 4,176 - ,17@) 6,614
Deferred revenue, current portion - - 630 - 630
Deferred income taxes, current
portion - 2,598 - - 2,598
Liabilities from discontinued
operations, current portion - 1,767 227 - 1,994
Total current liabilities 30,984 615,677 106,494 86,613) 72,542
Deferred revenue - - 1,421 - 1,421
Deferred leasehold inducement 2,619 12 - - 2,631
Deferred income taxes - 58,064 11,151 - 69,215
Long-term debt 575,000 - - - 575,000
Liabilities from discontinued
operations - 2,232 - - 2,232
Total non-current liabilities 577,619 60,308 12,572 - 650,499
Stockholders' equity
Share capital 470,190 652,818 262,223 (915,041) ,1900
Additional paid-in capital 27,564 154,398 112,982 267,380) 27,564
Accumulated deficit (41,022) (150,408) (18,846) DR (41,022)
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Accumulated other

comprehensive income 25,319 (4,164) 3,190 1,756 1026,
Total stockholders' equity 482,051 652,644 359,549 (1,011,411) 482,833
1,090,654 1,328,629 478,615 (1,692,024) 1,205,874
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Condensed Consolidating Balance Sheet

December 31, 2005

Parent Company

Angiotech Non-
Pharmaceuticals, Guarantor Guarantor Consolidating  Consolidated
Inc. Subsidiaries Subsidiaries Adjustments Totals
ASSETS
Current assets
Cash and cash equivalents 29,403 24,828 7,932 1682,
Short-term investments 63,300 69,979 - - 133,279
Accounts and notes receivable 24,111 42,056 311,597 (374,387) 3,377
Inventories - 786 - - 786
Assets held for sale - 5,508 - - 5,508
Deferred income taxes 860 843 - - 1,703
Prepaid expenses and other
current assets 1,481 323 252 - 2,056
Total current assets 119,155 144,323 319,781 (3BB 208,872
Long-term investments 17,879 151,035 1,664 - 18,57
Property and equipment 8,080 2,957 5 - 11,042
Investment in subsidiaries 309,375 345,823 - (65%),1 -
Intangible assets 23,571 15,537 6,339 - 45,447
Goodwill - 33,346 12,725 - 46,071
Deferred income taxes 3,540 7,810 - - 11,350
Other assets 1,091 243 - - 1,334
482,691 701,074 340,514 (1,029,585) 494,694
LIABILITIES AND
STOCKHOLDERS' EQUITY
Current liabilities
Accounts payable, notes payable
and accrued liabilities 15,421 315,829 62,324 (334) 19,187
Income taxes payable 98 (176) 6,816 - 6,738
Deferred revenue - current portion - 1,000 630 - 630,
Total current liabilities 15,519 316,653 69,770 (37387) 27,555
Deferred revenue - - 1,632 - 1,632
Deferred leasehold inducement 2,827 - - - 2,827
18,346 316,653 71,402 (374,387) 32,014
Stockholders' equity
Share capital 463,639 72,899 314,469 (387,368) 6883,
Additional paid-in capital 21,929 374,142 1,582 g3IR4) 21,929
Accumulated deficit (45,607) (59,199) (46,939) (6] (45,607)
Accumulated other
comprehensive income 24,384 (3,421) - 1,756 22,719
Total stockholders' equity 464,345 384,421 269,112 (655,198) 462,680
482,691 701,074 340,514 (1,029,585) 494,694
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Condensed Consolidating Income Statement

Year Ended December 31, 2006

Parent Company

Angiotech Non-
Pharmaceuticals,  Guarantor Guarantor Consolidating ~ Consolidated
Inc. Subsidiaries Subsidiaries Adjustments Totals

REVENUE
Royalty revenue 159,487 11,725 4,042 - 175,254
Product sales, net - 113,778 36,046 (11,234) 188,59
License fees - 1,403 489 (661) 1,231
Intercompany R&D charges 1,685 6,248 - (7,933) -

161,172 133,154 40,577 (19,828) 315,075
EXPENSES
License and royalty fees 25,977 287 2 (661) 25,605
Cost of goods sold - 57,052 22,123 (11,108) 68,067
Research and development 28,327 16,490 576 - 45,393
Intercompany R&D charges - - 7,713 (7,713) -
Selling, general and
administration 34,563 37,249 6,849 71 78,732
Depreciation and amortization 4,608 27,944 3,461 - 36,014
In-process research and
development 1,025 17 - - 1,042

94,500 139,039 40,725 (19,411) 254,853

Operating income (loss) 66,672 (5,885) (148) (417) 60,222
Other income (expenses) :
Foreign exchange gain (loss) 1,350 2,081 (2,916) - 515
Investment and other income 3,218 1,586 1,431 - 3%,2
Gain (loss) on wind-up of
subsidiary (2,354) (2,815) 5,169 - -
Interest income (expense) (25,429) (45,887) 35,814 - (35,502)
Write-down of deferred financing
costs (7,714) (1,583) - - (9,297)
Management fees (1,877) 1,952 (295) 220 -
Dividend income - 13,382 - (13,382) -
Total other income (expenses) (32,806) (31,284) 2033, (13,162) (38,049)
Income (loss) from continuing
operations before income taxes
and cumulative effect of change
in accounting policy 33,866 (37,169) 39,055 (23,579 22,173
Income tax expense (recovery) 2,829 (3,134) 10,584 - 10,279
Income (loss) from continuing
operations before cumulative
effect of change in accounting
policy 31,037 (34,035) 28,471 (13,579) 11,894
Subsidiaries income (loss) (26,851) 34,742 - (7,891) -
Income (loss) from discontinued
operations, net of income taxes - (7,848) 140 - 708)
Cumulative effect of change in
accounting policy 399 - - - 399
Net income (loss) 4,585 (7,141) 28,611 (21,470) ,685
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Condensed Consolidating Income Statement

Year Ended December 31, 2005

Parent Company

Angiotech Non-
Pharmaceuticals, Guarantor Guarantor Consolidating Consolidated
Inc. Subsidiaries Subsidiaries Adjustments Totals

REVENUE
Royalty revenue 183,566 2,463 3,174 - 189,203
Product sales - 5,334 - - 5,334
License fees 500 1,270 4,339 (998) 5,111
Intercompany R&D charges 7,122 6,209 - (13,331) -

191,188 15,276 7,513 (14,329) 199,648
EXPENSES
License and royalty fees 27,962 83 377 (77) 28,345
Cost of goods sold - product sales - 5,653 - - 5,65
Research and development 22,694 9,294 - - 31,988
Intercompany R&D charges - - 12,907 (12,907) -
Selling, general and
administration 31,420 6,065 352 - 37,837
Depreciation and amortization 4,346 4,512 682 - 40,5
In-process research and
development 33,266 21,691 - - 54,957

119,688 47,298 14,318 (12,984) 168,320
Operating income (loss) 71,500 (32,022) (6,805) 345) 31,328
Other income (expenses) :
Foreign exchange gain (loss) 848 (3,804) 4,052 (4) 1,092
Investment and other income 2,680 7,301 25 - 10,006
Write-down of investment (3,111) - (2,856) - (5,967
Management fees (1,816) 1,862 (356) 310 -
Intercompany interest income /
(expense) - (33,910) 33,910 - -
Dividend income - 35,148 - (35,148) -
Total other income (expenses) (1,399) 6,597 34,775 (34,842) 5,131
Income (loss) from continuing
operations before income taxes 70,101 (25,425) 2109 (36,187) 36,459
Income tax expense (recovery) 24,980 (5,271) 8,346 - 28,055
Net income (loss) from
continuing operations 45,121 (20,154) 19,624 (36718 8,404
Subsidiaries income (loss) (46,308) 27,091 - 19,217 -
Discontinued operations :
Income (loss) from discontinued
operations, net of income taxes - (10,076) 485 - ,599)
Net income (loss) (1,187) (3,139) 20,109 (16,970 (1,187)
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Condensed Consolidating Income
Year Ended December 31, 2004

Statement

Parent Company

Angiotech Non-
Pharmaceuticals, Guarantor Guarantor Consolidating Consolidated
Inc. Subsidiaries Subsidiaries Adjustments Totals
REVENUE
Royalty revenue 98,408 1,590 640 - 100,638
Product sales - 8,281 - - 8,281
License fees 13,900 3,428 174 (290) 17,312
Intercompany R&D charges 13,193 6,455 - (19,648) -
125,501 19,754 814 (19,838) 126,231
EXPENSES
License and royalty fees 18,085 177 - (190) 18,072
Cost of goods sold - product sales - 5,632 - - 5,63
Research and development 14,048 12,611 - - 26,659
Intercompany R&D charges 6,455 - 13,193 (19,648) -
Selling, general and
administration 15,540 5,357 283 - 21,180
Depreciation and amortization 2,362 6,694 179 - 39,2
In-process research and
development 6,375 - - - 6,375
62,865 30,471 13,655 (19,838) 87,153
Operating income (loss) 62,636 (10,717) (12,841) - 39,078
Other income (expenses) :
Foreign exchange gain (loss) 581 3,702 (2,233) - 05@,
Investment and other income 3,759 1,909 - - 5,668
Management fees (2,908) 2,417 (509) - -
Intercompany interest income /
(expense) (279) (4,631) 4,910 - -
Dividend income - 5,874 - (5,874) -
Total other income (expenses) 2,153 9,271 2,168 878, 7,718
Income (loss) from continuing
operations before income taxes 64,789 (1,446) (136 (5,874) 46,796
Income tax expense (recovery) (5,855) (1,770) 1,442 - (6,183)
Net income (loss) from
continuing operations 70,644 324 (12,115) (5,874) 2,979
Subsidiaries income (loss) (18,192) 3,966 - 14,226 -
Discontinued operations :
Income (loss) from discontinued
operations, net of income taxes - (460) (67) - 1527
Net income (loss) 52,452 3,830 (12,182) 8,352 452,
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Condensed Consolidating Statement of Cash Flows

Year Ended December 31, 2006

Parent Company

Angiotech Non-
Pharmaceuticals, Guarantor Guarantor Consolidating Consolidated
Inc. Subsidiaries Subsidiaries Adjustments Totals

OPERATING ACTIVITIES:
Cash provided by (used in) operating
activities 61,192 (5,396) 19,843 (19,108) 57,724
INVESTING ACTIVITIES:
Purchase of short-term investments (92,509) (40,254 - - (132,763)
Proceeds from short-term investments 154,062 1%0,86 - - 264,927
Purchase of long-term investments (10,134) - (13) - (10,147)
Proceeds from long-term investments 3,581 124,161 ,9281 - 129,670
Purchase of property, plant and
equipment (7,027) (2,765) (1,059) - (12,044)
Proceeds from sale of subsidiary - 47 - - 47
Acquisition of businesses, net of cash
acquired - (822,033) - - (822,033)
Purchase of intangible assets - (285) - - (285)
Proceeds from sale of intangible assets - - 3,400 - 3,400
Proceeds from sale of assets held for
sale - 6,395 - - 6,395
Investment in subsidiaries (631,447) (258,715) - 0,862 -
In-process research and development (1,025) a7) - - (1,042)
Other assets (1,559) (10,647) 8,600 - (3,606)
Cash provided by (used in) investing
activities (586,058) (893,248) 12,856 890,162 (881)
FINANCING ACTIVITIES:
Principal repayment of long-term
obligations (350,000) - - - (350,000)
Proceeds from long-term obligations 925,000 - - - 25,000
Deferred financing costs on long-term
obligations (22,717) (1,842) - - (24,559)
Proceeds from stock options exercised
and share capital issued 6,485 631,400 258,691 ,qsep 6,485
Dividends paid - (9,551) (9,486) 19,037 -
Notes receivable / payable (3,810) 266,118 (262,308 - -
Cash provided by (used in) financing
activities 554,958 886,125 (13,103) (871,054) 586,9
Net increase (decrease) in cash and
cash equivalents 30,092 (12,519) 19,596 - 37,169
Cash and cash equivalents, beginning
of period 29,403 24,828 7,932 - 62,163
Cash and cash equivalents, end of
period 59,495 12,309 27,528 - 99,332
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Condensed Consolidating Statement of Cash Flows

Year Ended December 31, 2005

Parent Company

Angiotech Non-
Pharmaceuticals, Guarantor Guarantor Consolidating Consolidated
Inc. Subsidiaries Subsidiaries Adjustments Totals

OPERATING ACTIVITIES:
Cash provided by (used in) operating
activities 132,166 6,592 23,257 (73,136) 88,879
INVESTING ACTIVITIES:
Purchase of short-term investments (137,374) (123,2 - - (314,576)
Proceeds from short-term investments 75,023 259,322 - - 334,345
Purchase of long-term investments (29,873) (99,592) - - (129,465)
Proceeds from long-term investments 10,225 19,400 - - 29,625
Purchase of property and equipment (2,591) (1,452) ) 54 (3,996)
Proceeds on disposal of property and
equipment 66 82 - (54) 94
Proceeds on sale of subsidiary, net of
cash disposed - 2,257 - - 2,257
Acquisition of businesses, net of cash
acquired - (673) (13,327) - (14,000)
Capital contribution in subsidiaries (25,310) (2496 - 28,274 -
In-process research and development (29,858) (Qy,69 - - (51,548)
Other assets (1,010) - - - (1,010)
Cash provided by (used in) investing
activities (140,702) (22,512) (13,334) 28,274 (248)
FINANCING ACTIVITIES:
Contributions to paid in capital - 25,310 2,964 ) -
Proceeds from stock options exercised 3,314 - - - 3148
Dividends paid - (37,987) (35,149) 73,136 -
Notes receivable / payable (19,778) (4,400) 24,178 - -
Cash provided by (used in) financing
activities (16,464) (17,077) (8,007) 44,862 3,314
Net increase (decrease) in cash and
cash equivalents (25,000) (32,997) 1,916 - (56,081)
Cash and cash equivalents, beginning
of period 54,403 57,825 6,016 - 118,244
Cash and cash equivalents, end of
period 29,403 24,828 7,932 - 62,163
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Condensed Consolidating Statement of Cash Flows

Year Ended December 31, 2004

Parent Company

Angiotech Non-
Pharmaceuticals, Guarantor Guarantor Consolidating Consolidated
Inc. Subsidiaries Subsidiaries Adjustments Totals

OPERATING ACTIVITIES:
Cash provided by (used in) operating
activities 115,021 (1,1112) 5,079 (40,877) 78,112
INVESTING ACTIVITIES:
Purchase of short-term investments (208,534) (169,5 - 97,922 (280,122)
Proceeds from short-term investments 243,940 17,562 - (97,922) 163,580
Purchase of long-term investments (75,988) (73,104) - 73,010 (76,082)
Proceeds from long-term investments 91,536 869 3,0(0) 19,395
Purchase of property, and equipment (1,454) (7,656) (59) - (9,169)
Investment in subsidiaries (343,269) (363,085) 280) 739,614 -
Acquisitions of businesses, net of cash
received 60 1,617 - (13,293) (11,616)
Licensed medical technologies (25,587) - (6,673) 32,260)
In-process research and development (6,375) - 6,376)
Leasehold inducements received 807 - - 807
Cash provided by (used in) investing
activities (324,864) (593,307) (39,992) 726,321 1(332)
FINANCING ACTIVITIES:
Issuance of common shares — net of
issue costs (375) - - - (375)
Proceeds from stock options exercised
and share capital issued 8,220 344,971 34,841 §32), 8,220
Dividends paid - - (5,874) 5,874 -
Notes payable / receivable (4,381) 304,274 11,613 311,606) -
Cash provided by (used in) financing
activities 3,464 649,245 40,580 (685,444) 7,845
Net increase (decrease) in cash and
cash equivalents (206,379) 54,827 5,667 - (145,885)
Cash and cash equivalents, beginning
of period 260,782 2,998 349 - 264,129
Cash and cash equivalents, end of
period 54,403 57,825 6,016 - 118,244
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